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FOREWORD

TN The Survey of Current Busis
ness, whose hitieth snniversary we are cels
brating with this special iasue, ia the most
comprehensive economics jonwmal published
by the Feders! Government

It also has a special role among all pub-
licatiops, including private, that dispense
sconamic intelligence, for it is a imigue
spurce of facts about the U3, economy and
a unique source of objective nterpretation of
thess facks.

In hoth respects, the monthly Servey haa
registered continuing progress and its marks
are high.

The Survey is a major product of its
publisher, the Ofice of Business Economies.

OBE i+ one of the smallest prithary or-
ganizations of the Department of Commerce;
it is dwarfed in size by two other ugencies
that provide {actual information about the
115, economy—the Bureau of the Cenmps of
the Department of Commerce and the Burean
of Labor Statistics of the Department of
Labuor.

But OBE's yelative size is not 8 meazure
of its relative importance. Itz unrivaled con-
tribution to the Federal statistical program
iz That it synthesizes masses of unrelated data
inte a coharent picture i what the sconomy
is all abant. The indostrial, regional, and
international aspects of the economy, in ad-
dition to the production, distribution, and
use of GNP, are all covered by thia pichure.

The importance of the aystem of OBE's eco-
nomic accounts, which provides the frame-
work of thiz picture, is matched in import
ance only by the extensive information that
Census and BLS

OBE's econcmic intelligence i used oot
only by powernmental decisionmakers. Busi-
ness is aqually indebted for the Night that
OBE throws on short-tarm changes and long-
term trepdes in the U economy. So ars
teaching and research orgenizations, ibcreas-
ing segments of the peneral public, and
groupa that fael the need for sconomic orisn-
tztion in & com warld.

5o broad is the use of OBE's aconomic
intelligence that GNP has hecome a hounse-
hold word.

Ovar the yesrs, OBE ha: maintained an
unguestioned record for high-quality esti-
mates 2nd ohjective analyses and a continued
willingneae to hear eriticism and to hanedit
from it. Thy last chorackerietic js rsflacted
in itz ohservance of the fifticth anniversary
of the Svrvey: it has inviied oulstanding
users of ile output to comment framkly on
the past work of OBE amd on the way that
work might be improved.

These comments and the responss of
0OBE to them, which make up thiz remarkabls
volume, will interest everyone concerned with
the stafistice of oor Nation’s sconomy.

Maurice H. Stans
Secretary of Commeree
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TS This velume, devoted to a re.
view of the programe of the Office of Busi
neas Economics, has been prepared to mark
the fiftieth anniversary of the Survey of
Currens Bnsiness.

Credit for this velume ix dee, in the
first instanes, 10 the authors of rthe papers
who have invested thought, effort, and time
in preparing their discussions of our work.
Next, the contributions of the OBE staff,
past and present, must be scknowledged:
without their labors there would have been
nothing to discoss.

The divsctors and division chisls of OBE
are listed betow, T vegret that I cannot list
the names of other staff membars who have
made comparahle or greater contributions.

Morris R. Goldman, Deputy Dirsctor

Lora 5. Cofline, Associate Director for MNas
tional Economic Analysis

David T. Devlin, Assaciate Direcior for Inters
netional Economic Analysis

Robert E. Graham, Jr., Associete Director
for Regional Economie Analysis

Maurice Liebenbery, Assistant Director for
Economeatrics

Martin L. Maritnont, Assistant Director for
Economic Accounts

Irving Rottanberg, Assistant Director for
Statistics

John A. Gorman, Associgte Chief, Wational
Income and Weaith Division

Charles A. Waite, Chief, Government
D¥vision

Allan H. Young, Chief, Interindustry
Economice DHvision

Lawrence Bridge, Chief, Bosinear Gutlook
I¥ivision

Donald A, King, Chisf, Corrant Business
Apalysis Division

Beatrics N, Vaccara, Chicf, Economic Growth
Divisian

Lowall D). Ashby, Assistant Chief, Regional
Economics Division

Jack J. Bame, Chicf, Balance of Faymenbs
Division

Fraderick Cuter, Chief, Internationsl
Investmant [Hvision

Vincent C. Finelli, Chief, Computer Sarvices
Division
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INTRODEUCTION

Philip A. Tucker, Chief, Manapement Services

Division

I must be selective alzo in my references
to former staff members, I want to menticn
my predecessor, the late M. Joseph Mechan,
wha unfailingly maintained the professional
integrity of OBE snd who pever allowed the
Office to do nonsense work; Milton Gilbert,
whe had a genius for discovering and at.
tracting good ideas and good people; Edward
F. Danison, whose strong, discriminating ine
tellect and statistical ingenuity and thorough:
ness built & Grm foundation for OBE;
Charles F. Schwartz, whose balance of ex-
traordinary professionzl and hnman qualities
was the mainstay of the Otfice for many years;
Irwin Friend, whose excellenee as economiat
and stafstician is reflected primarily in our
investient surveys; John W. Kendrick, whose
praductivity and talent for eooperation are
embodied in our “real”™ GNP estimates:
Louia J. Paradiso, whose versatility, snthusi-
aam, and imagination enlivened our business
analysis program apd secured s Many
friends; Walther Lederer, whose mmense
tochnical knowledgze and self-relisnce im-
paried a special direction to OBE'’s balance
of payments work for many ysars; Muorray
F. Fosa, whose gifts as sconomist and writer
did mach to raige the quality of the Survey
as well as OBE"s investroent work: and Law-
rence Gross, who made a sustained eontriby.
tion as a creative and prodoctive practical
statistician,

For my part, 1 owe a great dabt to the
OBE staft not only for getting the work done
but aleo for helping me ts pursue an in-
tellecteally interesting and humanly reward-
ing eareer.

For producing this snniversary volume,
I thenk Agoe Ambre, whe cosrdinated a dia-
tracting multiplicity of activities with zest;
Jean Qwen, who edited the text with unbsual
campatence and wit; Helen H. Jaszi, who
donated he index even though she knew that
het setvices would not be included in GNP
and Bonald W. Sterkel, whe designed the
yolume,

Georpe Jusei, Director
Office of Busingss Ecenomics
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ALBERT ANDO

An Eronometriclan Comments on

the National Income and Produet Accounts

IR During the past ten years,
while ] have been working on the Brookings
model and then on the FRB-MIT madsl, 1
have often had ocezsion to call on OBE with
rather complex questions. I bave invariably
found that staff members oot cnly were
knowledgeable and belpful but also had often
anticipated the objection or dombt I might
have had about a particular data series. Even
so, like most scomomists, I find an opper-
tonity Yo comment on the work of others
diffieult to resist. Thiz short note, then, will
first offer some comments on details of the na-
tional income and product atcounts and, nec-
ond, will suggest construction of sume ex-
perimentel imdices for those aspects of soolal
welfare which cannot be reflected by any item

in the preseat accounts.

EIEEOFEHENTS N NA’[‘IONM.; ACODUINTS
FPexrsonal Taxes ns Linhilities

I begin with a comment on twe issnes
that have been discussed fairly extansively in
rocent years, namely, the treatment of per.
sopa! taxes and that of consamer durable
goods in the patiopal accounts. Almost all
series ip the accoomis are on a liability
basis, and personal taxes are one of the few
exceptions. As I onderstand 31, they are oo
a cash basiz because consumer erpenditure
bebavior is thought to respond to cash flowe
rather than to liahilitles. I am somewhat
skeptical of this propozition, but in any event
I do noe think that the vse of the cash con-
cept can be jusified on thie ground. Simce
personal income series exist only on a season-
ally adjusted hasis, we are obliged in study.
ing copsumer behavior to work with ssason.
ally adjusted personal tex series. But if in
determining their expenditures consumers are
aophisticated encugh to adjust their cash
Hows for seasonal varlations, s it not reason-
able to suppose that they are elso sophist-
cated enough to think in terms of liabilities
rather than cash fows?

There is an additional practical dificulty
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in working with seasonally adjusted cash
Aows of Federa! personal income ax, As I
have pointed ont elsewhers,! it js extremaely

difficult 1o predict cash flow of this tax, al-
thowgh it is possible ko do 3o if we are willing
tv introduce several rather complex equations
for this purpese and te work with seasonally
adjusted series. However, it i5 impassible to
explnin the seasopal adjustmept. This s
becanse the pattern of seasonal variation of
the cash How depends an the level of income
in the preceding year, on the rale of change
of inceme from two years serlier, and on
changes in the provisions of tax laws in two
previous years as well g3 in the current year,
Therefore, the seasonal pattern of the cash
flow is urique to the parlicular year.

Far thess reasons, I would like to sec
personal income taxes ireated om a liability
basis in the accounts. It iz true that strictly
speaking tax liabilities are defined only on an
annual basis and that a quastesly allecation
of these liabilitien muost be somewhat arbi-
trary. However, I believe thar an allogation
of annual persomal income tax liabilities to
quartets based oo the paitern of income is
much more defensihle than i3 the present
method of seasooal adjustment of cash Aows.

Cotsumer Durables as Investment

The secood poiot concerns the breatment
of consumer durable goods. I feel strongly
that they shonld be treated in the same
manner as vesidential howsing. Although there
will always he svme ambiguity abott whether
a specific items should be treated as a durable

1A Avde and E. C. Brown, “Fersonal Income
Taces and Conspmption Following the 1964 Tax
Reduction,” in Stedisz i Eeonomic Siabilization,
ed. A Ande, B, C. Brewm, and A F. Friedlaender
(Wathimgton, [LC: The Brookings Institobion, 10683,

Atbert Ando is Prefessor of Economics,
¥ haron School of Finance and Commerce,
University of Penngylyania.




ANDO

or a nondurable good, the mesning of the
word “dorable” itself implies that its pur-
chase iz an act of investyent and should he
treated as snch, Ineidentally, it is my impres-
gion that the traatment of purchases of dur-
ables as investment opans up a more logical
way of handling joterest paid by connmera.

Measurement of Government {utpul

I would like to raise ong more guestion
ahout the pational income and product ac-
counts which has always troubled me. This
is the measarement of government output. I
am not here specifically referring to the olten-
discossed question of government services ap
intermediate goods, or the question of the
contribution of governoeent capital to gross
national produoct, although mine iz a some-
what related coocern. As [ urderstand it, out-
put it the government sector is equal to the
compensation of employees received in this
sector. In terms of current dollars, thie trear-
ment i3 troublesoms besause it neglects the
contribution of capital facjlities used to pro-
vide government sefvices and becanse of the
nalure of govermment services as public goods.
However, in order to convert the output of
the zovernment sector inte constamt dedlars,
the cuxrent dollar hgures are deflated by an
index which iz proportional to a wege rats.
Thus, the ag-called real cutput of goveroment
reflects esseqtially the man-hours wotked o
the government sector.

Compared to the standard procedure ap-
plied to the private sector, this treatment ig-
nores the centribution of productive factors
otber than labor and the changes in pro-
ductivity of labor. I am well aware of the
difficnlties involved in measuring the coutri-
butign to government output of factors other
than labor and in defining the productivity
ol labor empicyed by govermment, but [
think this is one cass in which any approxi.
mation, however rough, Is better than the
assumption that the contcibution of factors
other than labor in govermment production
iz exagtly zero, and that the productivity of
govermiment workera is the same forever, This

comment appliss pzrticularly to State and
tocal governments,

This is, of course, the sort of criticism
to which sxpetts at OBE are accustomed, and
indeed they can prepare & much more pene.
trating est of critiquas of this type than any
outsider. As a constant user of data contained
in the Survey, T have leainad that T can use
them fairly affectively even when I disagree
with the definitions and procedures and even
when the data are guite rough due ta inherent
difficultics of measyramant and scurce mate-
rials, provided that I clearly understand their

naluare,

Deseription of Concepts and Methods
It iz a plessure for me to record bhere
that, in my atiempt te upderstand the back.
gronnd for yerious data, the cocperation and
anziztance [ have received from staff members
of OBE could not have been greater. Ewen
s0, I fecl stromgly that 2 comprehensive de.
scription of definitions and statistical pro.
cedures used in the national income and
product accoupte is needed. The latest suck
degeription waz given in the 195¢ Supple-
ment, hot even it was somelimes rather cryp-
tie* While successive modificetions of the
accounts have since been described in various
places, it is now exceedingly difficult 1o ze-
certain the exact mamare of any of the items
in the acconnts without the help of OBE staff
members, The publication of a singls volume
containing detailed deseriptions of all the
items in the accounts wonld be & mosy wel-
come event for many economists and econ-
ometricians working with this vital set of
data. Sock a volume should include & detailed
explanation of the differsnces between the

¥ Sen alen Mationaf Bureau of Economie Bnsearch,
A Critigue of the Hnirnd Seates fncome ond Produc
Aceounts, Srodies in Incomse and Wealth 22 {Prince-
ton, M.J.: Princclom University Press, 1958}, par-
ticulanly the articls by Geovge Juss.

SURYEY OF CURRENT BUSINESS

L



so-called prolimsinary figuyss and final figures,
st that users of the preliminary figures can
make proper ellowance for the difierences in
data sources and methods of derivation.

WELFARE MEASURES

National income and product sccounts
are pbviously indispensabls as a way of
deacribing the behavior of the economy, and
my comments Yeus far have been directed
mainly te this aspect of thelr function. In
addition, some measurs of nationel ingome
is often uaed as a rough index of soctal wel-
{are: by hoth economists and the general pub-
lic, althpugh the literature on welfare theory
indicates that it is in general impossible to
constroct a single index of social welfare
and that, in the strict sense, e measors of
cational income can serve sach 2 purpose?
In practice, a uational income aggregete is
supplemented in its role as a welfare mzasure
by a few other indices, such as unemploy-
ment and the rate of inflation. This is done
without much assistance from the recent
theoretical Lterature on sconomic welfare,
pechaps because the latier tends ta he ex-
tremely abstract and doss not appear to offer
any practical gnidelines.

Thkis is unfortonate because the theory
of welfare can provide, at least, potentially,
a littls more guidance sn the chaice of ia-
dicators of wellare than it sppesrs 1o de.
While this is not the proper place ko investi-
gote this topic, I suggest the following itemns
az z partial liet of other factors foy which
some indices ste needed for the purpose of
supplementing national income sggregates in
their welfare nepsct:

{1} Some measure of income and wezlth
distribution, in particular, sorne measure of
the number of “poor” people whose income
is below zome specific level ond whose net

Hhh ANNIVERSARY IS3HE

worth is negligible. A measare of the dis-
tribution of income alone is not enough. If

“data on the distribnbon of wealth are foo

diffecit to obtain on a continmous basis n
the immediate fotere, then data on the dis-
tibutdon of comeumplion would be far su-
perier 12 thoee on the diatribution of income.

{2) A breakdown of output into private
goods and services, on the cne band, and pub-
lic goods and those wikh marked externalities,
ap the other. Privete and social coets 2nd
benefita of public goods tend ta diverge from
each other, and the current procedures for
measuring them in the national income ac-
counts are thus particularly Inappropriate.

(%) Some measure of the Inss of netarsl
resources, patticalarly those which do not
have market value

(4} Some measare of ervironmental son-
ditions such az air 2nd water pollution.

These are obvionsly very difficolt things
to surmnarize by indices. Bot in the shsence
of readily available indices for theas im-
portant aspects of econcmic welfare, political
decisionmakers and the public find it diffcult
to discuss them, and they tand to be naglected.
In their place, such measnres ss the rate of
change of some price index, which at best is
4 very indirect indicator of income distribwu-
tion and perkaps of other aspects of welfare,
tend to dominate the policy discussions mere-
ly because they are readily available

I wonld very much like to see some of
the expertise arailsble at OBY. devoted 1o the
development of indices for those sspects of
social welfare whick cannot be incorperated
inte natienal income aggregates. Cooperation
among various GCovernment agencies would
ba megential. OBE could take the initiative
in this extreniely difficult task by publishing
1 zeriex of articles dealing with these prob-
leme in the Survey.

"Ses for axample, F. A, Samaeloon, “Evalugiion of
Beal Motlonal Tncome,” Oxford Econemic Popers,
New Series, 2 (Jenuary 10500 :1-20: “The Evalua-
ton of ‘Sccial Incemn’: Capital Forodlion and
Wealth,” in The Theory of Copitef, od. F. A. [u

and B, C Hague (Mew York: St Martin's Press, for
the Internglional Economic Agaocimtion, 1061).




ENWARD M. BERNSTEIN

Fifty Years of II.5. Balance of Paymenis Siatistics

THE STATISTICAL BASE
The First Ten Years

IR Balance of payments data of
some types are among the earliest statistics
collected by povernioents. Fer several gem.
srations economists o this country and
abroad have aralyzed the internationel pay-
ments data, lesting their relationship te money
flows and to prices and incomes: umtil fifty
years azo, however, they had to work with-
out a Full, systematic and regular presenia-
ticn of the balance of payments of the U.5.

World War I brought a realization in
this country of the enormous strength and
importance of the U.3. in the world aconomy.
In 191% the newly Formed Harvard University
Committes on Economic Research published
a study of the international trade and pay-
ments of the U.8. This study inciuded a con-
densed balance of payments for the periods
1850-73, 187495, 18961914, and Juiy 1,
1614 to December 31, 19183 It underdined
the relation betwesn the balance of payments
and the behavior of the economy snd the
oced to collzet, publish, and analyze the
balance of payments data, With Herbert
Hoover as Secretary of Commercs, it was
ineenceivable that the Government, and par-
ticularly hiz Dlepartment, would neglect thiz
new tagk. The first amnmuoal balance of pay-
Taents report was jzsued in 1923 and pro-
vided the data fer 1919 to 1922}

The most difficult problem then, as now,
was to get the facts, The meticulous collection
of date and their adjustment to balante of
payrasnts concepls were required. It s re
markable that the Commercs Department was
able to present such full and detniled reports
with a high degree of accurscy during the
1920s, Of coursa, there is only indirect evi-
dence of the aceurecy of these early reports.
The most recent balance of payments statisti-
cal supplement to the Survey of Current Busi-
ress (revised edition, 19463) provides annual

data back to 1919, A comparison of the re-
vised halance of payments of 1926 in thia
supplerent with the balance of payments 2a
published at that time shows very few large
revisiona. Thizs may be because the revised
bzlance of payments is to a considerable
extent, but not entirely, based on the original
data. The discrepancy due to errors and
omisgigns (the termn used in the 1920s) wes
relatively small, although that mey merely
mean that most of the arrars and omissions
offset each other, Ferhaps mmore persuasive
is the fact that me major discontinaities ape
peared in the individual series as new and
fuller data bacams available W the 19304
Table 1 belaw shaws the balance of payments
of 1920 as originally published and as given
in tha revised balance of payments supple-
ment. Some of the original dats have heen
shifted to conform to present classificabions.

! Churles J. Bollsek, Jobn H. Willinms, and Rufus
5. Tuckor, “The Bolance of Trade of the United
States,” Rewiew of Economic Stotfshics, pralim. wel.
No. 3, July 1919

*Tade Tafermaticn Bolletin 144, supplement 1o
Commerce Reporys, ptblished by the Bursau of
Foreign and Domestic Commerce, September 14,
1623, The report wes prepaned voder the directlon of
Grosvenor M. Jones, Chiel of the Division of Finaaee
and Invesiment, in conperatfon with Professor John
H. Willinms of Hareard, The sumfetical work was
lavgely done by Edward F. Herman, and the analysis
and preparaticn of the data f(or publicaicn were he
folnt work of Professpor Williams and Dr. Ruofus S
Tucker. Annnal reports were ssed =5 geparate pol-
lications of the Boreau of Foreign and Dommstic
Commeren and, luter, the Ofice of Busloets Eco-
nomics. The first regular repori on the balunes of
peyments publlshed jn the Swreer of Correxe Bosic
ness wea in the istve of July 105,
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Table 1.—L.9, Balance of Payments of 1926, Original amd Ravised Date

[Miljions of dnllora)

Original®  Revlaed

Exports of goods and services 6,923 6,381
Merchandise, adjusted - — i 5038 4,022
Inconse fTomm investmenis, Privebe o e o ey e 13 198
Income from investments, U5, Covernfient -ceeeemee- 160 16D
Other SeTTicey . oo cmmmee e e m—ss e —— —— 490 obe
Imparts of goods end servitey — o e e — -5,930 -5,555
Merchandize, adiosted oo e e e e ————_— ———— 4 S0} 4500
Incoms 04 vestmonls _— ————— - -X0
L1 T o . -1,13 -B55
Femitianoes, net —_ — —5A3 =341
Capial . . — 203 =277
0.5, eapilal, ot 40 -A57
.5, Government {war delrt a5 1)
Foreign ¢ pilal o e R e e e e 453 S50
Gald 0.5 purcheses (—}] -s -0 1
Errore and omissicns, oat - 150 -5

TIhe winjor reclavaileatlone of the 1924 doko are the shift of the peincipal of war debt recslpts from  dee
enrrent necuiht ko the eaplinl feconwt., the shift of TS, bnpor curreney from gold andg curreney to the capital
asgoaitit, ond the Bhcligslon of #et clange 00 intsroations]l bapking Accounts In the sapital ascount.

Bourges: Bureau of Forelgn and Domeatle Comogsoe,

The Balance of Falsrueiiondl Paymedis of ke Dmited

Statce, Trade Informotion Bolletts 502 (Woshingtan, IRC; DB Coverament Printloy Offics, 10971, p v @ abd

Of¢y of Bosihens Bconomick, Belence of Paymenis, Sististicel Svpplomend, rev. el

Governmynt Pristing Ofles. 1483), p. la.

As the sarly reports show, every poesihle
source of informastion was used to compils
the data or to serve as a basiz for estimaling
the data. Whers no published statistice were
available, original sources of information
were tapped, with a remsatkable respansa from
bueiness, banks, and philznthrapic institu.
tions. Thesse data were arranged in a logical
economi¢ order. The first balance of payments
report had a very zcourate classification of
“invisible items” showing what was to be
incloded in curtent account znd in capital
movements. It described in detail, with ae-
companying tehles, how the data ware derived
for made, interest income, acsan frsight pay-
ments, mmigkants’ remittances apnd celief,

S0ih ANNIVERSARY ISSUE

(Waskingten, D.C.: T4

tourist expenditures zbroad, U.S. Govarnment
raceipts and expenditures, and the movement
of capital. An interesting feature of the first
balsnce of payments yaport wae the special
effort rmade io estimage changes in accounts
receivable from foreigmars and accounts pay-
sble to foreigners. This was done through
2 guestionnaire sent by the Commerce De-
partment 1o abewt 1,500 banks, trading con-
cerns, and manufacturing companies engaged

in sxporting,

Improving vhe Dala

New detail wae added constantly Lo ime
prove the veefulness of the balanre of pay-
mente and to minimize the errors and omis-
sions. The 1926 report “added more than 20
invisible items not hitherto tzken into ac.

Edword M, Bernstein i President, EMD
(ITD.), Reseqarch Ecoromisis.




BERNSTEIN

count,” and further adjustments were mada in
the irade data, including an allowance of $40
million for heotleg liqzor imports. For thia
fifth report, a special effort was made %o
obtain actual statigics, rather than mere esti-
metez, of foreign deposiis in U.S. banks,
U.S. deposits in forcign hanks, snd interna.
tional teansactions in domestic and foreign
securities previously issved, This was done
in collaboration with the Federal Reserve
Board and private fnancial institutions. The
data provided by the most important inter
national banks showed foreign deposits of
about %1443 million at the emd aof 1926,
This moved Secretary Hoover to remark in
bis foreword that “we are now a great shorks
term debtor nation, along with enr position
as # great creditor nstion in longderm foe
vestrnenis.™

The process of improving the data has
never stopped. At the end of 1934, tha Treas-
ury and the Federal Reserve Banks began to
collect data on capital movements—claims
and iisbilities reported by banks and corpo.
rations and transaetions in securities reported
by brokers, In the 1940z and 1950w, quarterly
data and data by geographic areas wers
added to the regular pressntation of the bal-
ance of payments. In addition, the Burean of
Foreign and Domestic Commerce and its ape.
cessor, the Office of Business Feonomics, pro-
vided a steady sivsam of spevisl studies of
1.5 direct investrnents in fereign countries,
foreign invesiroents in the U3, internatiomal
insurance transactione, tourist expenditures,
and corrency movements, apart from the
routine work of improving the data on other
items in the balancs of payments, Today
the Surpey provides a grester quantity and
variety of detailed halance of payments dats,
including 'hose in special articles, than ie
published by any ather country.

The Review Committee for Bealance of
Payments Statistics—not inclined to be lsn.
ient in evaluating the guality of the statistics

—said in the letter tramsmitting its report:
“We have found that the high regard in which
the official 1.5, balance of payments statistics
ate held, both in this country and abroad,
i5 well deserved.” However, this did not
restrain the Commities from calling for “more
accurate and detailed balamce of payments
statistics, znd for improved preseatation and
fuller analysis of them.™* It says a good
deal for the Office of Busipess Economics
that it hae sccepied such criticism in an ob.
jective spirit, angd whilz it has pot always
followed the suggestions offered, it has stead.
ily sought baetter ways of presenting the bal-
ance of payments data. The recent revision,
published in the Jons 1971 number of the
Survey, includes the most far-reaching
changes ip the presentation of U3, bhalance
of payments statistics in the past half century.

FORM AND FRESENTATION
Hiztorlcal Changes

The balanca of payments has many nses,

It provides statistics for the scomomist and
serves ns 8 basie for policy decisions by the
monstary euthorities. In ity simplest form,
the balaties of payments is a statsmant of the
sourves and uess of foreigh exchange, The
eriphasis on the exchange market aspest of
the balamce of payments, frequently revived
in recent years, i5 to be found m a oumber
of the earlisr reporte. The introduction to
the 1937 report, for exemple, statea that “onn
of the basic purpoees of the balance of pay-
meots schedules {is] to show the zources of
the supply of foreign courrencies or of for-
eign exchange arising out of claims againet
foreigrers, and the wature of the demand for
foreign currencies from parsons with pay-
ments to make abroad.” [f this were the scle
econoiic sigotficanca of the balanca of pay-
monts, it woald not matter very much how
i The Revidw Committes for Halance of Faymmnts
Statistics was appainted in Appi] 1963 and made
ita report in April 3965 The members of the Com.
mittes wors Professors Richard E. Caves, Huay G.
Johneon, and Petwr B, Kansn and Mesn, Gaorgs
Garyy, Walter E Headley, Roy L. Relemon, Charles
F. Sehwariz, atd Edward M. Esrnsteln. John E.
Beynolds of the Board of Governors of the Federal

Boparve Syatems waz staff director. The repord was
published by the U5, Goverumnent Printing Offeee.
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Table 2—Formt of Balance of Paymenn Stercments, 1926 and 1937

1926

1937

Miscellaneons items:
Merchandisn, adjosled
Freight
Tourisl &xpandiiuras
COcean-bozac passenger traffic
Toweatment income, Jongtemm
Shori-berm interest and commissicna
Immigrents’ ramiltances
War debt receipts, interest and prinelpal
Other Governmosnt receipts and payments
Charltable and missionary contributions
Motjon picture moyalties
Tnaurance transactons
Miseellaneous minor items
Toiml of current jleme

Movemment of privaie, maded enpiinl:
Mew U5 investrents abooad
Changes ip previons inresiments ebroad
New direct investments by fonetgners
Changzs @n previous investments in 1.5
Tatal of private fundad cepital itama

Pure-cash itenm:
Gal3
LS. peper curremcy
Tohil gold and corrency

Uofunded 11ems:
Mex change In Intermatdonal bankiog sccounts
Discrapancy, due o erroms snd oodssions

Tragz and servics jtems:
Merchandiss, adjostad
Freight and shipping
Tourst expendituces
linmigrant ceraittances
{Cheritabls and olher contributions
Interest and dividensds
War dabt racaipts
Other Trovertnient transactjonn
Miscellaneaus sexyless

Total trade and serviee irems

old and silver:
Cold exports and imports
Gold sarmarking operetions, net
Stlver exports and imports
Total gold and silver moveaments, nat

Copital ftems:
Langierm capiial movements
Movemeniz of shert-term banking fomds, net
Mizscallansmis cepital ilems, net
Puptr currancy movements, net
Toal capital items, net

Other transaciions amd residual *

tTedmdey unrdporied stablisoton fund operaticog and other tronsicticns not exhetlr cefarcted for balomes of

DFmentE purpsed o the repodtad Boures.

the items were clagsified and the statement
presented. After all, a capital outfow has the
same effect on the sxchange market as an
import of goods.

While the early balance of payments
reports gave very considerable detail on the
items incloded (date now usually relegated
to supplementary tables), they ware not al
ways systematic in thefr dassifications. To
the 192¢ balance of payments, for example,
some items with & close economic affinity were
presented far apar. Capitzl items were scat-
tered through all four major headings: war
debt receipts {principal) in the current items:
longterm private investment, properly, nnder
a heading of its own; U.S, paper currency
in the “pure-cash™ items with gold; and pet
change in international hanking accounts
{claitus and tishilities} in the sowalled “un.
funded” items, slong with errors and omis
sions. In these respects the 1926 raport, de.
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spite itz greater detail, was inferior to pre-
vious reports. By the 1030, howsver, the bal-
ance of payments staternent bagan to approxi-
mate the present form. The chaoge that oc-
curred in these ten years can be seen from a
comparison of the headings snd items of the
1926 report (the numerouws subbesdings are
omittsd) with thoss of the 1937 report.

Sigmificonee of Presentation

There are two reasons for being con.
cerved abagt the clasaification and presenta-
tion of the balamce of payments. First, the
enormous volume of tranzactions im goods,
services, transfers, and capital affect the
economy and the monetary system of the U5,
and the rest of the world. In 1970, the value
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of the zoods and services exported by the
118, ($62.2 hillion in the national acconnis}
exceeded that of resideotial construction
{$29.2 billion) plus the gross automobile
product {§30.9 billicn). Net experts of goods
and services are one of the constituents and
determinants of the gress national product,
and net exports of geods and services ex-
cluding foreizn invesiment income have a
direct and indirect effect on domestic pro-
duction (gross domestic producty. The capis
tal Rows amonnt to tens of billions of dollazs
and have & great impact on domestic and
fareign money and cepital markets. All pey-
ments and receipis, with some exceptions,
affect the money supply of the ©L.5 and of
other counries. These considerations would
argus for presenting the belance of payments
in & form that woold facilitate the deter-
mination of its r«lation te the gross national
product, the gross domestic product, net
foreign jovestment, aod the mwoney supply.
The second reason for being copcerned
ahout classification and presentation is the
effect of the balence of payments on the
reserve position of the U.5. and the rest of
the world. Where a country is gaiping or
losing reserves o7 incurring reserve liabilities
on a large scale and over an extenied period,
its international paymests position is unten-
able end it is headed for trouble. The bals

ance of payments, therefore, should be pre-

snted in a form that will facilitate the identi-
fication of the paymepts problem end itz
analysis. This is, in fact, the primary justifi-
cetion for collecting and publishing the bal-
ance of payments data. Unformenately, there
is a considerable difference of opinion as to
the most ueefnl form for presenting the bals
ance of payments in order Lo serve this
purpase.

There is no necessary conflict between
presenting the balance of payments in a
form that will shew the effect of international
transactions on the economy and the mone-
tary aystem aod in a foxm that will facilikate
analysis of the peyments problem, These two
purposes can be reconciled to a conaiderable
extent by showing zeveral partial balances,
although obviously there is a limit to the
number of balances that cen ba published,
and seme must inevitably be omitted. As the
19387 report stated: “The wses to which a
summary ztatement of the balemee of inker-
national payments of a country may be put
are so varied that it is difficult to devise a
method of presentation that suits every pur-
puse and every convenience.” It then went on
to say that it should not be inferred “that
the present <lassification of the various items
entering the balance of payments of the U5,
is fixed and final.” And it concluded with
the practical observatioe that “the items
showo in the summary statement are reported
elsewhere in sufficient detnil to make possible
almest aoy conceivable Teclassification of
ftems for virtually any purpese.” This is the
proper innedaction t0 a consideration of
the extensive and very useinl changea in the
presentation of the halance of payments that
Lave heen introduced in the June 1971 Survey.

RECENT REVISTONS IN PRESENTATHON

In an articls on the revisions, David T.
Devlin, the present Chisf of the Balance of
Payments Division, recognizes that there has
lang been dissatisfaction in Government, aca-
demate, and business circles with the tradi-
tional presemtation of the balance of pay-
ments. In 1965 the Review Commities for
Balance of Payments Statistics mads a large
number of recommendations oo classibcation
and on the messure of the overall surplus or
deficit. ¥ery few of ils recommendations
were accepted, although BPD did thereafter
publish the official reserve lransactions hal-
ance as well as the liguidity balance, The

SUB¥EY OF CURRERT EUSINESS




Table 3.— Reclassification of Cloima and Lisbilities §m the Bolonce of Payments

Mew clagsiication

O1d elassification

U5, private capitel Aows

Claims rapocted by 0.5, banies:
Longherm
Shorttere, nonliguid
Sherl-term, tiqaid

Claims reported by nonhanking concerns:
Longterm
Shortterm, nonliguid
Sheri-term, liqeid

Forelgn capftal Aows

Oiher 1.5, ponliquad liabilities to privels foreignerm:
Lengierm, reperted by US, nonbanking concearna
Short-tamm, reported by (LS. nonbanldng concerns
Longterm, raported by [15. benky

Lomgierm liabilities to bereign official
agemeles reported by 118, banks

Monliquid abllfties reporied by 1.5, Government:
To foreipn official resnrve agencies
TFo other oficial and private forelgnery

11.5. liguld YHabilities:
To private foreigners
Te foreign pfficia® agencias

Traneactions i U5 private asseta
Claims reported by 1.5, banks:
Longlerm
Short- bt
Clzims reporced by olber U5, rasidents:
Langters
Short-tarm

Tronsections in loreign nssets in 1.5,

Longterm labilities repomed by U5, banks

(iher Jiabilijer reporied by US. privale Tedidenls
other than bands:
Longterm
Shor-femn

Monmackeiable Lahitities of 1.5, Goverament, includ.
Ing Tuedivmiersa securities and Jongterm ohligationg
pazable orior ta matyrity oxly under special con-
ditiona:
Apsaciated with apecific transgctions
Eltl!u rediumienn seouddbler and longlorm obliga-

bs -
U.S. Tressury marketeble or converdible bonds and

nntes
Deposits and meney market paper held i U5,

new presepiation iz the result of a review
begun last year by the Interagency Committes
on Balapce of Payments Statistics convened
by the (lfice of Muooagement and Budget?
The zevisions that it recommended and that
have been adopted are numeérous and well-
conceivad, The revised balance of payments
pregentation is the mest informative and uses
ful that the Commerce Deparmwnt has over
published.

Lesser lonovations

In the new standard table ({/.5. Fnter.
mational Tronsactions, now table 2}, the
lessay innovatione involve some changes in
He (8.p., “military expendibures” are now
“direet defonse expenditures™), the
of iterue in different order (e.g., "direct in-
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vestment fees and rovalties™ are now under
“income on U5. iovestments abivad™}, the
division of some iterns (e.g., “Iransportation”
iz now “passenger fares™ and “other transpor-
tation”)., and the comsolidation of other
jterns (e.g., “new issues of Joreign securities,™
“redemptions,” and “other transactions in
securities” are now “foreign securities™), The
really important change in the standard tabls
is the reclassification of claims and liabilities
in “U.5. private capital Hows™ and “foreign
capital flows.” These are now divided into
“liquid” 2nd “ronliquid,” and 1.5, liabilities
are further subdivided into those to “foreign
cfficial reserve agencies,” “foreign official
agencies,” and “private forsigners.”

'The members of this Commitiee were: George
Jazi and David Devlin (Offico of Butthes Eoo-
somics) ;5 Denald Curtis  and  Phillp  Schaffoer
(Treatury) ; Johr Reynolde and Somoe] Pizar (Fid-
etal Beaerve Board) ; Macioa Whitman (Cooncit of
Economic Advisers)t and Julivz Shiskin, Géza
Feketekuty, Milion Muoss, and David Hulsir {{HFice of
Management snd Budgst). Mr. Shiskin was chair
man of 1he Commiilee
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The old standard table (tahble 1) showed
three balances, none of which was intended
to be the deficit or surplas in the overall bal-
ance of payments. The pew standard mble
{table 2} now shows no balances whatever.
The old table § (*“U.5. Balance of Pay.
meots”) showed the overall balances on a
liquidity and an oificial reserve transactlons
basis. This fable haa been eliminated in the
revised presentation, Insteed, a new table 1
{“TL.5. Balance of Payments Summary™) hes
been introduced, which is anslytical in char-
acker. The distinetive feature of this table
is its presentation of six balances, two of
which are owverall balances and four of which
are partiel balances designed to facilitate
analysis, The old liquidity balance is now
shown a= A& memorandum item in the new
table 1. The rscent histary of the varfous
balances is suramarized below:

balance, which was an overall balance, is
shown as a memorandan item (excluding allo-
cations of 5DHa) for historical comparisens.

The overall balaore = sometimes re-
zarded as showing the international paymenis
position for the year or quartes. Of iseli, the
overall surpius or deficit in the bhalance of
parments iz only a measare of the changes
in cermain assets and liahilities—those of the
1.5, Government, 115, banks and other pri-
vate regideniz (in some instances), foreign
monetary anthorities, and forsign commercial
banks and other foreign residents (in some
instanres}. What distinguishes an overall
balance from a partial balance is not merely
that it embraces more of the intermational
trensacions before siziking a balance, but
that partieular zignificance attaches to the
changes in the pseets and liabilities which
are the counterpart of such 2 halance.

Balances

Previows Presentadon

1. Goods and services

2. Geods, services, and remittances

3. Carrent agcoumnt

4. Current account and [ongterm capital
5. Net Hquoidity

6. Official reserve ansactions

7. Liquidity balance

01 table 1
Not shown
Old rable 1
Mot shown
Not shown

QO pabls 3
O[d table 3

Overall Belances

In the pew presentation there are twe
overall balances—the nst liquidity balance
and the official reserve transactions balance.
They are overall balantes becaunse they in-
clude virtually 2l recerded Lravsections, ex-
cept thoae designated as settlement items, and
all wnrecorded transactions—net errors and
omissiens. In the new table I these two bal-
ences ara shown after the inclusion of Special
Drawing Rights {(SDRa} as a balance of pay-
ments receipt, further evidence that they are
regarded as overall balences. The old liquidity

The earliest balante of paynmrents re-
ports of the Commerce Department did not
clearly strike an cverall balance, In the bal-
ance of payments for 1919-1922, for example,
exports and imperts of gold and silver were
ingluded as visible items along with ather
exparts and imports of merchandise. The
1923 balance of payments, bowever, had gold
and silver under a headicg of its own. This
classification continued in the 19205 and
19305, sithowgh in 1926 zod for some years
thereafter the comparable zccount wag headed
“pure-cazh iteme” and incleded (but not
always) paper currency and excluded {bomt
tot always) silver. The movements of mold,
with or without silver znd paper currency,
tiust have been consirned by some sconomists

SURVEY OF CURRENT BUSLNESS




as the overall balance. In a presentation of
the 1930 balance of payments, where I tovk
gome libertiem with the official classification,
I used the heading “settlement itams,” which
in present usage would certeiniy indicate a
measure of the overall balance® The frest
table in the 1930 report (Trade Information
Bulletin 761) —a condensed balence of pay-
ments—actually used the term “net currency
settlement™ jor the total of geld and U.5.
cutrency movements, although the term doa
nat appear in the full balance of payments
for that year.

The Raview Committee for Balence of
Payments Statistics regarded the 1943 miundy
by Hal Lary and awsociates® & the hret
Cammerce Depertment report lo preasnt a
clearly defined overall balance. In hia Table
II Lary shows the supply of dollsrs from
imports, other current payments, and outiow
of TL5, longterm capital, and the ase of dollata
for TLS, exports, other current receipts, and
the inflow of foreign longterm espital. The dif-
terence [the excess of dollers used aver dollars
supplied) is matched by shortterm capital
mevements, old movement, and errors and
omizsions. This balance on current account
and longterm capitel was iotended to show
the underlying factors in the paymeats posi-

tion of the TS, It is for this reason common-

ly designated the “hasic halance.” It is open to
question, hewever, whether it can be called
an overall balance becanse ir omita all shert-
term capital movements and the net errors
and omissione,

The 1947 vepost in the Survey (March
1948} was written by Walther Lederer, who
had enormans inBuence on the form of
the balance of payments statement over a
prricd of 24 years, This stetement struck a
balance which was designated the “net inflow
or outBow of funds.”™ It was measured by
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changes in the 11.5. gold stock and by net
movements of U5, shor-term capital abroad
and of foreign shori-term capitat to the U.5.
It tesembled the basic balance, exvept that
grrors apd omissions were above the flioe
with goods and services, unilateral transfers,
and longlexmn capital. For thie reasom, the
net inflow ot outiflow of funds was closer
to an overall balance. It also resembled the
new “net liguidity balance,” although it in-
cuded nonliquid shorkterm private copital
flows as settlement items,

The Liguidity Balance

Large and persistent distorlions in the
world pattern of payments always raipe
doubts rvegarding the messurement of the
overall surplus or deficit. That is how the
Commerce Departnwent moved into the basio
balance, then the balance on the pet inflow
or outlow of funds, only to shift ut the end
of the 1940s to a new overall “balance on
foreign copital and gold”™ The justification
for this balance was that in a period of szo-
called dollar acarcity, with exchzoge cootrols
exercised by nearly all Europeanm govern-
ments, the resources available to foreign
monetary zuthorities wers not only the of-
ficial reserves of zold and farcign exchanze
but zll of the dollar assets, short-term and
lengterm, held by their residents. By the mid-
1050z, when the pattern of intarnational pay-
ments was different, BPD moved gradually to
an overall balepce measared by changes in
geld and liquid dollar assets, rather than
gold and rotal dollar assets. With various
medifications, this liquidity balance remained
the principal measure of the overall deficit
until the present revision.

The Review Committee for Balance of
Payments Statistics had serious objections to
the liquidity balance. The frst ehjection was

*E. M. Bernatein, Morey and e Econsntic Sycen
{Chapal Hill: University of Nocth Carclion Press,
1%35}, p. 394,

*Hal B. Lary aad amsociates, The [eited Sictes in
the Worlkd Econamy: The Internotions! Transacriona
of ethe United Seates during the Faterwer Perivd,
Burenu of Foreign and Domesic Commeree Ezoomic
Sericgs 33 (Wachiogton, D.C: US Government
Printing Offer, 1943).
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the asymmetyy whick exaggerated the U5
payments deficit. “Among T)15. assets, the
BPD places below the line, ss an element of
change in the U.S. liquidity position and as
an it¢to helping to settle the overall halance,
only changes in the reserve assets of U5,
monstary authorities. But among U5, labili-
ties, the EPT} places helow the lins all liquid
U5 Lahilities to forcigners.”' The serly
rationalization for this asymmetrical treat-
ment of private liabilithes and private claims
was that foreign private boldings of dollars
could be acquired by foreign mopetzry au-
thorities and be converted inte gold. Om the
other hand, U.S. private holdings of other
currencies could not be acquired by the U5
monetary authotitiea and, In any cose, were
nt as ligquid as dollars, za some currencies
were incoovertible. In the past ten wears,
when afl major currencies have becotne con-
vertible, when many of them have been as
strong as the dollar, or strooger, this dis-
binction in the liquidity balance between for-
cign private boldings of dollars and 1.5,
private holdinga of liquid claima in other
correncies has had po economic validity,

A aecond objection to the liquidity bal-
goce waa the exclosion from the settlement
ftems of nooliguid liabilities of the U.5. Gov-
ernment to forcign official reserve agencies
avd nonliquid Tiabilities of U2, banks to
foreizn official agencies. Insofar as the aon-
liquid obligations of the US, Government
encouraged foreign obicial reserve mgencics
i hold claims on the US. Goveroment in-
stead of converting them inte gold, thers
was o good practical reason for issuing auch
secarilies. The exclusion of sach liabilities
from the settlereent items by classifying them
as capital inflow had no ecoovmic juostifica-
tion. In fact, al! this did was to reduce the
Liquidity deficit without improving the pay-
menkts pasition. There ¥ a reasonable case,
however, for reating as capital inftow certain
liabilities to foreign govermments the pro-
ceeds of which are commitied to purchases
jo the U5,

A third objection was that the Liquidity
balance, if universally followed, would resalt

in an understatement of the surplus and an
overstatement of the deficit of ¢vary country.
As the Review Committes s2id: “In a world
where leading countrles increasingly consult
together to xasess the problems and respon-
sibitities of surplos and deficit countries
and dezl with the preblems m a coordinsted
way, it is helpful if ooe country’s surplus
(or deficit) can be zeem to have a counter-
part in deficits {or surpluses} of other coun-
triea.” This is not true of the liquidity bal-
ance, If all countries regard the increase in
their liquid Habilities as settlemient jtemns but
treat the increase in their liquid clalms as
capital outflow, the total of all deficite will
exceed the total of all surpiuses by the amount
of the increase in apgregute liguid clabms or
liquid liabilities, It js this downward bias,
which causes the asymmetry, that jx the ma-
jor objection ko the liquidity halance.

Net Liquidity Balanes

The net liguidity balance, jntrodused
with other revisions in the June 1971 Sercey,
s a shiking improvement over the pld
liquidity balance. It treals reported UL5.
liquid claims of banke and nonbanking con.
cerns and their liquid liabilities to private
forsigners in precizely the same way. It snds
the distinction made for belance of payments
purposes bebween liquid and nonliquid Tia-
bilities of the US. Government to foreign
official reserve agencies. In these respects,
the et liquidity balance pressnts a far more
aocarite statement of the payments position

*The Befanee of Popmendr Siatistics of the Unieed
Strees, a Rewieze md dppreizal (Washinglon, DUC;
U5 Government Pripting Ofiee, 1965), pp. I6D
Ouber leading opponents of ke liquidity halagee -
£luded Hal Lary, Walter Gardner of the IMF, and
Profegser Chades Kindlebecger, although their ah-
Jectivms were not lo every respect the mama.

SURVEY OF CIMRRENT BEUSINESS




Takble d—Comparfion of 115 Bplanee on Three

[MiOloox gf dollare]

Bosas, 196410

196 196 1966 1967  1%6 1959 1970
1, Rgeerva mransacttons halange oo oo —-1554 1289 N —~idle 14421 270 -Hant
2. Nat Nquidity balatcs - —hTas 0403 2B 4085 1610 -&08 3520
3. Liquidity balance o 2800 1315 -LS5T 8568 172 —6.958 —dse:
4. Ligquid claims of L5, residents - - =33 1073 -17 —NE 559 124 a3
5. Laquid liakilitles to private foreigners . 1,554 Bl 23 1472 BI 8652 6,242
6. Totsl {4 4 53 . 1,41 Leos 2367 1567 3251 BTHS 5069
7. Liquid claims of U5, realdenty oo e 548 LOTA —i7T =i 55 124 X3
B Nonliquid liahbilities, offiola]? oo —_ 208 g5 ang 1,346 2340 g -
g, Tatal {7 4 9} —— 55 L8 7 Ll 176 -8T% -2
10. Reterve tmantactivne balange mibnns
ek ifquidity balanee (= 6} ceoemomem= 1211 1204 2567 1267 3251 8166 5560
11. Liquidity balance minus net
Tiquidiey balapee {= 9 e — -4 1256 1 LIl 1,381 —574 -

! Inefades allocatlany of SDRa.

THomligold Hokitties fa {evden oEeldl reserva apencier reported br ULE. Government gnd neniqoid TABS s

1o fereign olenl Agatcles raported by T4, bapks,

of the U5, tham the old lignidity balance.
From 1964 to 1970 the net Dguidity deficie
averaged $5G0 million a year more than the
ofd liquidity deficit, This is almost eutirely
because of the inclysion of certain official
nontiquid liabilities in the settlement accounts
of the net liquidity balance. In 1969, and
marginally in 1970, the net liquidity deficit
wae smaller than the old ligoidity deficit,
mainly becamse of the reduction of the non-
liquid liabilities of U.S. bauks to foreizn
oficial agencies {longteym Certificatey of De-
posit}. Despite some very important advan-
tages, thers arm a rarmber of weakressss in
the net fiquidity balaace

le principle, the met liquidity balanee
should be symmetrical in the T.5. halanee
of payments and in the payments of other
couplries. In practice it is oot betause e
ertors and omiseicns are [ikely to contain
raore woreporied 1.5, Hpuid daime than oo-
seporten 115, figuid lisbilities. Therefors, the
true net liguidity balance i= understazed —
the LS. deficit i= overataled. The overstate-
ment can be very large when the errors and
omissions average & hillion dollars a year,
as they have in the past ten years, and amount
ko nearly $4 billion in two years (1969 apd
1970}, A similar understatemsent of the sur.
plus would appear in a ret lignidiey balance of
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foreign countries. The liquid claims in their
own srvors and omiszions will nat be report-
ed, but an inflow of liguid funds from the

+ 1.5., even when not reparted in thiz country,

is likely to be included in reparted lisbiiities,
at lesast to the axtent trat they axe in the form
of claiims on banks. Table 4 below shows the
L5, deficit (or snrploe) g5 it is under the
old liquidity balance, the net Mguidity bal-
ance, abd the official ressrve tramsactions
halance,

Hhcial Reserve Frangactiong Balanece

The final overall boleacs in table 1 of
the new revision is the ofcial reserve trzns
actions balance. This was the overell balance
recommended by the Review Comnmitee, It
was accepted as one of the overall balapces
by OBE and was focluded in table 5 {“U.5.
Halance of Payments and Reserve Position™)
when the presentation of the halance of pay-
ments wes revized in June 1966. The old table
3 has Leen eliminated in the latest revision,
but the data on U5, reserve assets, liquid
liabilities to all foreizners, and nonliquid
liabilivies to foroign officlal reserve agencies
are now shown in evon greater detzil in a new

13
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table &. The official reserve tiansactions bal.
ance, first published only six years ago, is
now the oldest overall balance in the new
presentation.

The considerations that led the Beview
Committee te recommend the oficial reserve
transactions balance as the oaly overall bel-
aoee can be summarized briefly as follows.
First, all transactions in the bhalance of pay-
menls undertaken by the private sector are
solely for the purpose of earning profits.
This applies az much to capital as te current
tramsactions and as much to shoit-term move-
ments of Maads as to longterro investment.
In any case, none of these transacticns is
designed to finance the balance of payments
surplua or deficit Second, in a system of
fixed pazities, the mopstary authorities alons
have the obligatien to smpport exchange rates
within the range established by the IMF.
They do this by intervening in the markst. In
the LS., where the monetary avthorities sel-
dom intervene directly in the exchaoge mars
ket, the support of exchange zales comes
from the accumulation {or drawing down)
of dollar reserves by the monetary aothorities
of other couniries or by the conversion of
foreign official holdings of dellazs into re-
serve assels of dhe TS {or the cooversion
of other reserve assels of foreign counfries
inte dollars). The size of these official reserve
transactions measocres the intervention thatl
hzs been necessary to fill the gap in the ex-
change markst and hence measuyes the dis
eqailibriom in inkernational payments.

The Review Commitiee also stressed the
accuracy of the official reserve ansactions
balance and is symmetrics] charscter. It
avaids the wearment of nonliguid Liabilities
tp foreizn monetary authorities as capital
inflow, as was done in the old liguidity hal-
ance but not in the net Jigaidity balence, An
the errors and omissiona are very unlikely Ko
contain any official monetary Lransactions,
tihe official reserve transactions hatance, nmps
like other overall balances, couid be pre-
sumed to be complste and accurate. On hoth

these peints, the Review Committes under-
estimated the distorting effect of official trana-
actiops in the Evredollar market, although it
dizscuseed the question in s report?

If the oniy reseive assets that mouetary
anthorities held wers the reserve liabilities
of gther coantries, the official reserve trans.
actiona halance would be completely sym-
metrical—total deficits would equal total sur-
pluses. Actmally, the increment of gold in
world monetary stocks means that ithe increase
in reserve assels will axcesd the increase in
reserve liabilities, and total surpluses will
exceed total deficits by this amount. This is
not & serious defect. After all, under the old
gold standard, when there wers ne official
reserve liabilitics or they were small enough
to be treated as capital movements, it was
recognized that total surpluses would exceed
totet deficits by the amonnt of newly mined
gold added 1o veserves. The official reserve
transactions belance was the only overall
balance in which the sum of all surpluses and
deficits could be shown as aqual to the in-
cremant of gold in world monetary stocks.
For this reason, the annual reposts of the
Bank for International Ssulements (Milton
Gilbexrt, the sconomic adrviser of the BIS, is
a former aditor of the Swrvey) show inter-
national patterns of payments on an official
reserve  Lransactions bask. Allocations of
SDRs, if not treated as a reserve liability,
would now show iotal sorpluses exeesding
total deficits by the incrament of gold plus the
annual slecations of SHRs.

This exception to the complsta symmetry
of the official xeserve rramsacrions balance
was noi significant and did not affect the ac-
curacy of each country’s statsment of its own
balance. Such iz no longer the case becanse
of the sizable mterventionz of the monstary
authorities in the Forodeller marker, If a
foreign centra) bank depoeits dollars in the
Eurodollar market (atill counting them as
patt of s reserves} and these dollars sre
lent to private borrowers, the total of all
surpluses will excead the total of all deficits
not anly by the amount of the increment of

" [hid., pp. 117-18.
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gold and the allocations of SDBs, bot by
this plus the amount of such Eurcdollar de-
posits, If the borrowers of Eurodollars are
private forcignezs (he, do mot jnclude U5,
banks and corporations), the destroction of
the symmeiry decs nolb impair the accuracy
of the U.5, official reserve tramsactions bal-
ance, The case is somewhat different when
U.S. banks are the horrowers of Eurodoflars
io response to & very tight monstary policy
in the U.S., and the situation is completely
different when the U.S. Treasury borrows
Eurodollars fsom the foreign branches of
.8, banks in order bo avoid their acquisition
by forelgn monetary authovities, spd thas
excludes thew from the official reserve brans-
actions balance, Thess irspsactions, however,
are included in the settlement items in the
net liquidity balance.

From 1964 to 1970, the official reserve
transactions deficit averaged §1,730 million
leas than the net liquidity deficit. This wes
almost gntirely dwe to the increase in Hguid
liabilities o forgign commercial banks. The
difference between the two balances was ss-
pecially large ia 1969, when the official re-
serve transactions balance was nearly $5.8
billion larger than the net liquidity balanca,
and in 197, when the official reserve trams-
actions balaonce was pearly $5.6 billlon lesm
than the net liquidity balance. The large
differences in these two yearas were the result
of the enormous borrowing by US. banks
from their foreign branches in 1969 and the
very large repaymenis of such borrowing in
1970, Of itwelf, these movements of funds
simply show the tremendous effects of differ-
siiaa in national monetacy policy. They de
not alter the foct that it is the officia] reserve
tranmactions balapoe to which monetary au-
thoritics are most sensitive. The sharp move-
ments jp that balance do, however, raise the

question as to the sigbificance to be attached
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to the overall balance of any ope year in
evaluating the longrun payments position of
A COMTHIY.

Monetary Transsciions Balance

My ons regret is thet the execellent and
compreheusive ravision of the balance of pay-
ments statistics did not include a halance on
official reserve and intechank transsebions.
The Review Committes did not recommend
such a balance because it was aboul evenly
divided on the relative merits of this balance
end of the official reserve transactions bal-
ance and wanted to aveid a multiplicity of
oversll balapess. The Committse did, how-
ever, recommetd that shortterm claima re-
pocted by US, banks be shown in the halancs
of payments under a major beading of their
own. Ik report stated: “Changes in foreign
comtnersial baok holdings [of doliars] are

often inthmately conmected with chenges in

foreign cectral bank holdings. And in certain
cages, chaeges that are intenHonbally brought
aboat by the actions of monstary authorities,
here aod abwoad, might appropriately be re-
garded as reservedype transactione to be
attered below the line. . . . The issues hero
gt cowmplicated, and the magoitodes in-
volved are large.”

The balanee I have in mind would in-
clude official reserve transackions, claims of
U5, banks on foreign banks and monstary
authorities, and lishilities of U.%. bapks to
foreign baoka (their liabilities to foreign mor-
etary avthorikies are alrezdy included in U5,
reverve liabilities)}, I wonld designate this as
the “monetary fransactions balance.” The
justiication for this designation is that it
would cover all Wspsactions between mone-
tary imstitolions—official and private. This
balance, incidentally, would slso approximate
the effect of the balance of peyments on the
money supply, as all international payments
and receipts affact cash balances except those
between banks smd governments whoae cash
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balances are not included in the mopey snp-
ply. The monetary transactions balance wonld
also be mwre symmetrical tham the official
reasrve ransections balance, as different treat.
ment of Ewrodollar borrowings and Euro-
dollar depesits by this country and other
countriez would not affect a balance which
inludes all mometary institutions. Thus the
surpluses of some countries would match the
deficits of other coontries, except for an
allowance for additions 20 the world monetary
stock of gold and for allocations of 3DHRs,
il they are iocluded in resetwe assets but oot
in reserve lahilities.

Pavtial Balanpces

One purpose of striking a balance in the
interpational tracsactions of a couniry is to
have a measure of the change in its interma-
tional payments position in the preceding
year or quarter. The fact is thal the cverall
balances are much too velatile to measure a
chenge in o country's payments position over
a shott pericd, although they may do so cver
a period of vears. In his foreword to the
first balance of payments repert, Herbert
Hoover said thw “a wmatien sidll struoggling
to achieve or to attain a stable currency finda
in its halacce of payments a chart or compass
for its stateczaft.”® The question remains,
which balance is the best guids W policy?
If not the overall balances, are thera others
that can serve this purpose?

That is the intended fonction of the nmew
pertial balapces in tha revized presentation
of the halance of payments. Apazt from the
two averail balances, the new tzble 1 shews
four partial halances: on goods and services;
on goods, services, shd remittances; on cur-
rent account; and on cnrrent account and
longterm capital aceount. Of thess partial
balances, the first shows the effect of inesr-
national trensactiona om the gross national

product, and the third shows their =ffect oo
U.5. net foreign investment ms defioed in the
national accennis, The secomnd and fousth,
hewever, have no other function than to
facilitate the znalysis of the balance of pay-
ments—tio arct as a chart or compass for.

_policy.

Goods, Services, and Remittances

The goods, services, and remitiances
balapce starts with the assumption that an
appropriate balance of payments for the T.S.
i= ope in which the surplus on such transac-
tions is adeguate, over an average of good
years and bad, to finence the foreign grants
and credits of the U5, Government and the
normal outflow of U.S. private capital after
allowing for the ordinary inflow of foreige
capital, That is becagse in the immediate fo-
ture-—say the next five or ten years— the US.
wil prebakbly still buve to fivance about as
much foreizn aid and normal private foreign
investment, net, s in recent years, Unless
this country develops an adequate aurplus on
goods, sexrvices, end remittances, it will be
confronted with a balance of payments prob-
lem that will bave 1o be met in one way o
another—through changea in foreign ex-
change rates, control over capital movements,
or even control over corremt transactions of
one kind or amother,

The Review Committer did not recom-
mend publishing a goods, services, and re.
mittances belance, although the form of its
recommended Table LA was designed to
Iacilitate such an analysis. Remittances amd
peasion payments wers placed apart from
other unilateral trapslers, as is now dove in

“See n. 2 above,
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Tae 5~—DBselance on Goods, Services, and Remitiamness, 134T0
[ Milkons of dollare]

Iogs 1957 1963 1950 1970

1054

Exposts of gooda and serviees o _-- arml
Marchandise, excluding military ..— 25478
Transfen, military sales contmets - T
Iavestoent income oo enm 6,309
Receipts from other servioes o — 4457
imports of goods and services . —  =25541

Merchandine, excloding military - —18,647
Direct defense expendfures oeee  —&H5E0

Invesiment DE0me . e e -1,524

Poymeolt for otbér services oo oemoea  —HAH0
Bemittanced, peieions, obf, .. .ummem- 56
Balanee oo goods, serviees, and

remittanon .

39407 43378 46221
.‘!ﬁ,ﬁ 23350  a0Ga0  355R8 6480 L)

S0623 55500 E2.008
o 1,240 1,596 1515 1,480

TO9E2 7581 8811 9,255 10559 11409
5,047 578 5,996 6,407 V.066 2,034
32277 38078 —41007 48134 53589 —59.311
Sl A8 25463 -26821 33064 —S5330 5987
2952 %76+ 4378 455 4856 2 —4585)
3798 -2%6 -2A%8 M3 4564 5157
=50 6646 —RIB -THZ2 435 B4R
-5028  —SE0 127 1,068 _1,%6 —14M0

6102 4380  BS42 1321 M 2182

table 1 (item 12} of the revised presentation.
US. Government grants and capital, except
military grants, were grouped by the Review
Committee under a separate heading. This
classification of foreign aid iz better swited
for an analysis of the balapce of payments.
The traeditional clessification, retained in the
present revision, separates gramts (placed
under unilateral transfers) and U.5. Gov-
cinment capital Bows. As the Jupe 1971 Ser-
vey recognizes, “the formal distincticn be-
bween 1.5, Government grants . . . and I1.5.
Government capital flows ., . dees not abways
reflect a significant economic distinction.™ 19
In the Review Committee’s Tahle LA, the
private capitzl accounts wers, of conree,
shown as wsual for 115, capital and foreign
capitel, except that shortterm claims of for-
eign commercial banks were placed in & cate-
gory of their own

The June 1971 Szrvey observes that the
goeda, services end remittences halance “is
sotmewhat inflated begause it includes exports
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associated with B8, Governmenmt economic
grants {and credits) even though the grants
{and credits} themsolves are not included as
dehit eptries above the line.” ™ This does
oot really impair its nsefulness for apalytical
purposes. The net effest of tying aid o ex-
perts of goods and services is probably ex-
aggerated because, directly and indirectly,
much of the aid-financed exports are & re-
placement of exporis that would have hesn
made on a commercial basiy, In any case,
the supposed difficulty is overcoms by recog-
nizing that the svrplue on goods, ssrvices,
and remittances must be sulficient to Auance
U8, forelgn aid with the presest tylog ac-
rangements and U5, net private capital out-
flow.

The greater difficalty is to make a judg.
ment 23 to how much of a surplus on zoads,
services, and remittances will he needed to
finance foreign ald and net private foxsign
investment, Such judgments are pecessary in
evaluating the meaning of any partial halanee:
there can be no instant analysis provided

e 27,
W Fid,
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by a single net figure designated an a balance.
What is clear is that the surplus on geods,
services, and remittances in recent yesrs has
fallen far short of what is necessary for am
appropriate balance of payments and that
this is the principal cawse of the payments
problem {see table 5). Mozeaver, the prob-
lem canmot be salved except through a very
large, although indefinite, increass in the
surplus on goods, services, and remittances.
Without attempting a detailed analysis, v is
apparent that the cause of the decline in this
balance has been the exceptivmally large in-
crease in imports and the large increase in
direct defense expenditures. The increase in
net invesiment income, the strengest sector of
this balance, has more than offset the in-
¢rease in et payments on other services and
remittances.

Current Aecoval and Longterm Capital

The other new analytical balance in
tahle 1 is the surrent acconnt and longlerm
capital bzlance {the bagic balance). The
merit of thiz balance is supposed 4o lie im
the fact thet it uses the stable segments of
international transactions—tha ourrant sc-
count and longlerm capital—while omitling
the volatile short-term capital movernents and
the errors and omizeions, which ars highly
influenced by temporary diffesences in inter-
egt rates im thie country &nd abroad and by
expectations of changes in exchinge rates.
(hver an average of years, to allow for short-
term cyclical effects, the basic balance is
presamed to reflact the longron trend in the
U.5. payments position. It grieves me to have
ko disapree with many of my friends who
are srong supportsts of the bazic halance.
They includs Hal Layy, who introduced it in
the [1.5. balanes of payments, Walter Sslant,

who used it in the Brookings report on the
balance of payments, and Paul Velcker,
Under Secretary of the Treasury for Mone-
tary Affairs, who cites it in his congressional
testimony and public statements, Despite this
formidable support for the basic balance, it is

" open to a number of serious objections that

detract from its weefuiness as a measure of
the underlying payments positicn of the T.5,

The first ohjection is that longterm ceapi-
tal movements are not relatively stable, It was
becauze of the instability of such capital
flows that mapy economists, depending on
the basic balence se a gwide, concluded in
the 1930s, 140s, and even 1950s that there
was a permepent dellar scarcity, While the
average anouzl surplus in the hasic balance
rose from $142 million in 1922-30 e $315
million in the period 1¥51-3%, the average
annual surplos on goods, services, and re
mittances fell from 733 million 1o $231
million. The reason was that longterm capital
mevements shifted from a large T3, capital
sutflew to a large U.5. capital inflow: the
average annual difference between 1922-30
and 1931-39 was 3375 million. At the same
tive, the worldwide recession, the vontrods
on current irade and peyments, and the dis-
orderly international monetary conditions
brought a sharp decline ip the U.5. surpiuvs
on goods, services, and remitiances, except
in 1933 aod 1939, when Eurcpean rearma-
meat began. This analysis led the U5, dele-
gation at the Brettan Woode conference to
conciade chat there would be no dollar scarei.
ty (the shortage of real resourcea for recon-
struction apert} because the surplos in the
L5, balance of payments fu the 1930s came
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Table G.-=Busie: Halance of Iniewnetional Faymenis, 1922-39
[Milliona of dollaral

Basic Longterm  Cureent Basiz  Lomgterzn  Current

Year balanca capital nienpTL ! Yenr balance  ospitel eccount®
192 173 —EIs 642 1637 369 194 175
s 03 —i5 348 o3z 354 5 159
1924 274 —00 975 1983 185 el 108
1925 13 —5a o ik o4l 200 31
1925 —272 —726 54 1985 280 436 =155
1921 —316 -1,037 21 19345 Esg KLk 218
1008 180 =R4T 1027 1437 490 L¥4} =d1
1929 £08 —27E e 1438 1054 w LT
1930 437 -248 739 1%3% Fi-d 27 32
OQ.rear total 12E1 —-5,316 6,997 Goyiar o] 4,041 2554 2077
Annual nverage 142 =581 T3 Annual averoge 515 ppina | 731

1 Balpnes oo gonds, services, nnd remittones.

Sourge : Lary, The United Biwitr io the Warld Etdnamp,

from an exceptional capital inflow that could
not be expected to continue.?*

The sscond objection to tha basic balance
ia that no valid conclusions can be drawn
from it at & tiwe when the Government con-
trols LLS. private [ongtarm capital move-
wents. From 1964 to 1970 the basic balance
deteriorated by $3.1 billion. This compares
with a deterioration of $5.4 hillion in the
rurrent accoont segment of this balencs. The
difference is accounted for by the decline in
LS. net private longterma foreizn investment
a5 a result of LIS, capital controls. 1.5, pur-
thasea of foreign securities bave bsen held
down by the Ioterest Equalization Tax, and
although such investment was lebger in 1970
than in 1964, the increase is far less than it
would have been without the tax. U5, dirsct
iovestments rose in 1965, remained op 2
platean frem 1965 to 1069, and then rose
sgain in 1970. Transfers of funds frem this
country for such investroent were first put un-
der voluntary and are now under mandatory
contral. Becanse of this, UX. corporations
bave been compelled to issue 2 vast amount
of new securities in the Euwrobond market.
Lengterm claims and liabilitier (nst) report.
#d by U5 banks and nonbanking comcerns
have also shifted from a large cutflow in 1964
(when they were much higher than normal)
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Tablae | and LI, facing p, 218,

to 3 coogiderable inflow in 1970, party be-
cause of the Federal Reserve guoidelines on
foreign credits and pertly becauss farsign
direct investmant controls have compelled 1.5,
corporgtions ta borrow in the Eurodallar
maykat.

The third ebjsction to the basic balance
ir that it has other distortions. It inclades
some special teansactions of the U8, Gov.
errupent, althouzh nonliguid liabilities to foc-

*E. M. Bernstein, "Scarce Curmengies and (ke In
ternational Monetary Fued” Foarnal of Policicel
Econprty, March 1M5, pp. 114, The rexr of the
article statea: “Apart from peciods of war, thers hen
apparently vever been 8 scarcity of 4 mejor ourrency
except during a fnw yaars In the 1930%. In the 1950"s
the dellar did becoms scnrce, for a nombisr of reagons.
The [ergest ficlor in 1he scarcity of the dollar was
the perverse moverment of capfial 1w the United
States” Citing the Lory data, a foowote points oot
that poly $900 million of 1he 370 billion inflew of
gold from 1934 1o 1938 was aitributabls to the surplus
on curreni aceount: “In anmlrzing the change in
capilel movements during this pedod 10 derermaiue
I:Es relatfonship o the scareity af the deller, 2 distine-
titn should be made betwern the building-up of ofi-
cisl balances in thiy country (which do not, in face,
deplete the monetary reerves of ather conntries), the
flight of privaie fonds 1w this coontoy, the mpeiriation
?f Arerican funds abrond, and the kall in American
investments ebread.™
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Table T.—Halanes of Payments om Currend Account shd Longterin Caplial, 1964-70
[M4ll5cna of dollars]

1804 1565 1964 1967 108 10:% om0
Corrent acconnt - - SB46 4205 2400 2137 M5 -BOD 444
Balance an goods, rervices, and remittances . _ 71 &102 4300 3M L3N 745 218
0.5, Governmest ¢coRomic Eramts an asmcaans ~15 1508 190 —180F -L707 164 1738
Lomglerm capitxl .. ~5818 ~6109 4024 5335 =963 -=1980 5487
U5 Government ciedils, DEE e mees mnmpmae —L 596 1508 1634 —Za71 2068 2108 1508
0.5, Goremnment nonliquid liabilitias pthar
1hap to official relerve SRENCIES m e b1 4o 45 —3 107 261 434
1S, direct investments . =23 3468 -3661 3137 -3,200 =32 -4#M5
Foreign secuities - BT -155 =432 2066 1205 1404 42
Forelgn dimect invastment oo e - 5 57 86 258 3y B2 59
LS. meoncdtaes, mocept Treasury #8085 mannnea -4 357 e 1006 4385 3112 210
Otber, reported by LS banks, nef o ool .. =853 o 525 413 480 6T 19
Other, reported by TL5. nonbanking
COnCETRN, DMt -52% -5 68 =195 405 T 576

Balenoe on surrest account and loagienm capital -

2 -1814 -1614 -B196 1347 —2879 —3,038

eign official reserve agencies ars na longer
classified as capital inflow. As there is oo
sharp distinction betwsen shortterm and
longterm capital, some capital inflows in the
basic balance are probably shart-teem and
some capital outBows reported as shorl-terin
are jotended to be longterm. Morecver, a
conaiderable ameunt of longterm capital cat-
flow is probably hidden in the errors and
cmissions. It is difficult to estimats thy effect
of zll these factors (including the capital con-
trola} in understzting the true defisit in the
basic balance—the underatatement probably
amcunts to $2 billion or more.

Mast importaot, the basic balance as-
sumes that the structure of the balance of
payments is not of conzeqaence. In evaluating
ths payments position of the U5, it s not
reasonable to offset a2 decline in the current

apcount surplus by a decline in the net long-
term capital outflow dus to controls unless it
iz aszumed that thess controls will not only
be continued but will be intensified. A de-
cline in the current account surplus fore.
shadows a slower growth of L35, investment
income, the strongest item in the balance of
payments, A decline in net longterm capital
outflow as a result of contrals may indicate
that capital outfews will increass very sharp.
lr once the controls are relaxed or removed.

SOME PHILOSOPHICAL OBSERVATIONS

It is interesting to contemplate the joner
meaning of the fact that fifty years after it
first published the balaoce of payments, the
Commerce Department has undertaken the
most thorough of its numerous revisions of
the presentation of the international pay-
ments of the US, The very first report had
as ascurate an economic clasasifieation of the
major items as we have today, and the form
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of the balance of payments developed in the
1930x does not differ in essentials from the

new standayd table. Why, thevefore, has it
be#en oecessary Lo have so many revisions,
colminating in the most extensive and the
mast important revision of all in June 1971%

One explanation is that these revislons
have wied to refect the dramatic changes in
the structure of the world economy as they
have emerged and as we have bacome awars
of them. This is the reason for the sncression
of new balances in the last 30 years, each
desigpned 10 show more accurately the trange
actions in a werld scenomy that is as far dif-
farent in the 1970 from what it was in the
1930s as one can conceive, It sxploins why
even 5o fundamental a concept as the resarve
positicn of the United States has had to be
steadily refined, first to take account of dol-
lar deposits of foreign monetsry avthoritios,
then to include their holdings of 11.5. Govern.
ment securities (ehorb-term spd figuid and
now alec ponliguid), end Iater to clasaify
transactions with the IMF g mas in
monetary raservae (they were long classified
as [L8. Government inveskment}.

The sacond expiamation is that the vari-
ous revisions have been secking some measnrs
{in a single balance or in a combination of
bzlances) of the underlying payments posi-
tion of the 115, The search for new halances
hes intensified with the shift in the U.S. hal-
2nce of paymentz from a large and persistent
surplus to a large and persistent deficit. What
we are locking for with the multiplicity of
bolznces does not exist It is some progress
that thie je recognized in Devlin's article on
the latest revised presentation of the U.5.

bhalance of payments. Cotnmenting on the
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afficial ressrve transactions balance ip the
Surpey, he says that although “thiz halance
might be the most important indicator of
changez in our extsrnal position over the
longer run, it is too volatile to be » quarterly
[or even amnual] indieator of umderlying,
more basic developments.” On the new bal-
ances introduced im this revision, he saya:
“Bath the balance on cuwrent account and
long-term capital [the basic balance] and the
net liguidity balance attempt to focus om
undetlying, longerdsrm trends in the ex-
ternal position of the United States. Neither
is quite snevessfnl.™ ¥

The dificulty in finding a single meas-
ure ot combinstion of measuies of the pay-
ments position is compounded by the fact that
regardiess of what balance one prefers, an
appropriate balance of payments for the 115
doez not mean a zern deheik Meozeover, the
appropriate deficit ar purplus variss consid-
erably with the balance that ia used. Undar
the old xold standard, the halance of payments
bad te show a treed surplus to hmance the
inllow  of zold necessary Sor the normal
growth of the monetary base. Under the gold
sxchabze standard, with the dollar as a re-
sorve curcency, the US, balance on an official
teansactions basis could in the past show an
aversys defeit of close to a billion dollars
{rmch less now that ressrvea are enpplied by
SDR:) without creating z paytoents prob-
lom. The old liguidity balance bad an inherent
dafieit of $500 million to $1 billion per year
resolting fromn the zaymmetry between the
wreatment of U.S. liqnid claims and LS.
liquid liabilitise. And now, “z deficit on the
net liquidity balance does nol necessarily
imply disequilibrium in the external position,
for a pet buildup in liquid dollar holdings by

# [une 1975, pp. %6, 99
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private foreigners (and also by forsign of-
ficial agsnciest may simply reflect the uss of
the dollar as an intsrnational medium of
exchange,'” **

The Jengrun payments position of the
115, caonot be measured by a single figurs
designated as the surplus or deficit or even
by two balances in combination. What uee,
then, iz thers i refining and proliferating
overall balances and peatial balances? Of
courge, it is helpfal to have the balsoce on
goods, sarvices, and remiftances place such
great ernphasis on this sector of the balance
of payments. Parhaps it is useful to combine
the current aceount and lomgterm capitai
Hows to see whether the sum of the two has
been moving up or down. There is something
to be learned from &n examination of the
chenges in U35, lignid cleims (incleding
reserve assets) and U.S. liquid liabilities.
Buot these balanves of themselves will not tell
us miach sboot the TS, payments problem
nnleas thay are nsed as z gtartipg point for
the demmiled analysis of each of the major
items in the halance of payments, This analy.
iz has besn made innumershla timez—much
of the necessary data are already provided

in tables 4 w 1G of the revized presentztion
of the halance of payments.

Even with the detailed analysis, it is atill
necessary to meke seme judgment as to the
changes which may be expected in the futaze
in the varivua seciors of the balance of pay-
ments, From z pragmatic stzaodpoint, soy
strocture of the balance of payments ia ap-
propriate, pravided that receipts are approxi-
mately equal to payments, excluding reserve
transactions, and that it cen be sustained in
that form for an sxtended time., That is the
ultimate test of the balance of payments. The
prezent bulance of payments is untepable
becaunse it is impossible for the U.S, te go
on depleting iis reserve gssets and incerring
reserve liabilities on the scale of recent years.
Regardiess of what any other balance may
show in the ghert run or in the long tuo, the
deterioration in jt= reserve position is the
basic fact with which the U.5. Treasury
must contend. Moreover, beczuse the 1.5, has
neglected its reserve pogition for 20 long,
the relevant period for restoring its balance
of payments has become uncomfortably short.
In truth, we know very well what is wrong
with the 1.5, balance of peyments. Fortu-
nately, the U.5. bas at last recognbized that
the basic batance of payments problem in the
overvzluation of the dollar. How that the
dollar is being depreciated, we may reason-
ably hope that the large and persistent pay-
ments deficits will finally come to an end,
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A Business Executive Looks ot the Suorvey

IR | am very happy o sxtend
ny congratnlations—and my thaoke—io the
editors of the Survey of Current Business on
ite fiftieth anniversary. For over three decades,
as a student, a Government official, and, moze
recently, a busziness gxeeutive, T have found
the Survey a principal sonres of economic
intelligence. 1t is in my business activities that
I bave found the Survey to be of greatest
value. Withont an sxtensive staff to compile
and intsrprer current sconomic easures, and
undar the pressure of having to make business
decigions consistent with fundamental eco-
nomic teends, 1 have foond the Survey ips
diepensable,

[ am sure that each ueer of the Swreey
would tend to focus on some diffsrent aspects
of its coverage. For me, the most important
contribotion comes from the review articles
that analyze in depth recent trends in major
seciory of activity—eapital spending, con-
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sumpiion, zovernmen? spending, the balance
of paymerits, et¢. This iz not to sight the
value of the “blue pages,” which enable me to
keep up to date those statistical series which
are most important in business deeision-
making. But ¥ do find most helpfal the articles
which analyze smnecging trands in key areas
and the tabulaticn: accompanying them,
which combine and rearrange the etatistios in
order io bring oat the meet important causal
reiztionships. In this ags of a surfeit of
evonomic newsletters and public prophesizing,
the ressoned analyses found in the pages of
the Surcey are most weleome. I look forward
to depending on the magazine for many years.

Daniel H, Brill iy Senior Vige Pregpident,
Commercinl Crodit Company.




ANDREW F. BRINMMER

Exports and Forelgn Production by Multinational Corporations

PN The Office of Business Eco-
nomics undeubtediy will receive a large nom-
bur of cungratulations on the outstanding
vootributions made during the first Gfty years
of publication of the Swrvey of Current Busi-
ness, It occurred 1o me that—instead of simply
sonding enother expression of best wishes—1I
might best convey a senze of my own deep
regard for the contributiczns of OBE's stalf by
citing just one sxample of my own use of the
work being done. At the same time, T wouold
like to undexscore the importance of providing
the Office with the support oecded lo maks
" further progress in developing the basic data
aod anglysis on which economic rezearch and
palicymsking depend.

IMPACT OF 115, FOREIGN INVESTMENTS

One of my intsrests for eaveral years has
been the problerm of the halance of payments
of the U.8., and specifically the divect and in-
direct impact of TL5. private Fareign invest-
ments. Currently, it is taken for grantsd that
mullinational corperations are a major In-
Auetice on Lhe balance of paymente and that
wer need Lo know ag much as we can about the
operations of such fArms. For almost three
years (1963-66) I was clozely asecciated with
OBE, first a5 Depuly Assistant Secretary and
subssquently as Assistant Seeretary for Eoo-
nomic Affairs in the Department of Com-
merce. During this period, in 1965, when I
was partly responsible for the first effort 1o
exercise 3 governmentzl influsnce aver the
direct investments of American companiss
{at that time a volootary program) I relied
heavily ¢n the OBE stuff to compile and ana-
lyze the available information on these invest-
mwents. I found a considerable fund of informe-
tion develaped as part of a ferward-looking
research program—not only the data needed
for entries in the balance of payments &e-
counts but also data on the cesh Bow snd over-
all productive activity of these foreign af-
filiates of U.5. fhirms.

.5 EXPORTS AND SALES OF AFFILIATES
1957-64

Ohie of our analytical objectiven then—as
now—was ko sxamine the relationship between
the manufacturing production of ths fareign
affiliates of U.S, firms and the axport of com-
parsble products from U.S. plants. In Novem-
ber 1965 I was able. ta draw .on data de.
veloped by OBE from a comnplets cengua cov-
ering 1957, plus annual surveys thoreafter, to
show that production abroad wasz growing
much faster than exporie for a broad renge of
products. From 1957 to 1964 exports of ee
lected manufactured products for which there
was counteérpart preduction abraad had in-
creseed by 45 percent-—from §7.2 hillion to
£10.4 billiem. Over the same period, sales
from foreign plants increased 117 percent—
from $11.6 billien to about $25 billion, Clear-
Iy, the volume and rets of growth of produc-
tien shroad were factors to he reckoned with
in any analysis of the future of 1.5, foreign
trade, altheugh I want to emphasize that these
data alone are not sulficient to establish the
net overall rade effsct of auch cperations.

0Of course, to kesp up with this fast-mov-
ing stctor we need up-todate information.
Fortunetely, OBE has tried to meet this need.
Last October an article was published in the
Survey that brought the data for sales of
foreign sffiliates up to 1968, These data were
still benchioarked on the complete 1957 cen-
vus, updated on the besis of annual syrveys
of 4 sample of large companies. We have tried
te ohtein TS, expert sales of a comparable
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Table 1 —L.5. Exports and Sales of Selested Manwnlaciares by Forcign Affbaice of LS.
Maoufacturing Corporations, M2 and 1968

1 ¥lisne o dollara]

All areas, total Canyailn Laun Alpelon d Euwraps DEher sThn
Cotamad ity 182 1968 1842 b L] 196 LR 1962 [83E 162 1968

Celecied manulsctores:

Afliate 5al89 - — e mama—— M2 20355 5026 11506 2476 4730 8910 18.7i8 2030 5390

LS. exports . _-an- $245 160512 197 4549 1935 28566 20T 4040 B547 4149
Chemicals:

Affiliate salet oo 4400 10,215 1,205 213z B0 1BEY 1780 4852 5 1,743

US expird® momeeeeeee e 1276 5287 288 62 W04 524 655 1152 1.01%
Rubber pooducis:

Affiliate #altr mmmmem e 1332 2,124 340 S80 32 415 50 655 230 w6

TS arpirt —cocccmeeme e 146 188 a 1 i 25 as a5 49 50
Machinery, excl. elec.:

1T T L O — 3558 Al 810 1.68% 144 442 2090 49008 s 1.2

1.5 Srporil meoeecccccea= 4062 6029 7 1A6TH s 1,132 Laat 18 L17T LE65
Elacirical muchinery:

Affliate sales - eeaaeaa 461 5298 851 1487 60 591 LEm 2 g8l W 309

US axports . e 1361 2284 117 L) 241 31 484 T 30 &2
Transpartetion equip,:

AfRYinte paleg ___ ________ 4580 14,5332 LI 54561 ™0 L33 3280 S5.007 Bry 1619

1.5 exparts® o oeevmm 1800 4,724 183 21M 491 512 358 w30 468 592

* Afliate sales dain inclode, Yot sxport deie exclwds, “other YWaoiere Hemisphere'"

i ¥xolodes zivilinn pitermil.

Fore—3he dat on saperts and Torsign alilielo sales Atw aob completaly conslntant with one sopther on Lbe defnioen

of thp vazlpus conandiir gromps.

Eowree: TS Daparbioet of Commarce, Codrepes Bwrincer Keporte, OBR 1021, May 1979, and OBR 6870, Augost

104R: Burtey of ureanl Jnafness, October 1070,

group of manufaciures for 1962 and 1962,
The aim was to derive a rough impression of
how this sjtuation developed during the
sixties.

196268

From 1962 to 1948, sales by foreign
affiliates again were grawing much faster than
1.5, exports (see table 1)} While U.5. ex-
ports of selectsd manufactured goods in-
craased from $9.2 billion to $16.0 billicn, or
by 73 parcent, seles abroad of the same typea
of goods by forsign affiliates rose from §15.4

30th ANNIVERSARY ISSUE

billien to $404 billiom, or by 119 percent—
a higurs two and one-half fimes 1.5, suports.

Mareover, from 1962 o 1968 foreign
affiliate sales increased faster than 105, ex-
ports for every msjor category of manufac-
tured goods. As a result, by 1968 forsign

* The export serbes used here differs somewhst from
tha: nsed in 1965 in compaxing 1957 and 1964 renlts,
mspecinlly Becyuss of chasges in soma of the defini-
tipms of the commedity groups jn the censuve trade
data. Tha baye year 1962 wis chosen sinee it wes the
marlisst yesr lor which export data in the requoired
datai] were avallable on o basie consbslent with that
of 1563,

Andrew F. Brimmer is Member, Board of
Governors, Federal Reserve Sysiem.
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affiliate sales exceeded TS, exports for each
major commodity greop. The heaviest de-
pendence on foreign affiliate seles relative Lo
exparts in 1968 was in rubher products,® fol-
lowsd by transportation squoipment and
chericals.

By geographical ares the ratic of of
filiste eales to U.S. axports was highest for
Western Europe—3.4 in 1962 compared to
3.2 in 1962. The next highest ratic was fox
Canada, although that ratie declined lightly
—from 25 to 2.3 —from 1962 to 1968,
However, for Caneda both afiliote sales and
U3, exports were affected substantially hy
the 1966 US.Canada Autornotive Agree-
ment. Ag a result of this agreement, a farge
propertion of 11S. auntetnctive exports 1o
Canada sre engines and parts to be ysed in
Canadian production of vehicles which are
then shipped to the U5, This cireular low of
vehicles and parts has resulted in sharply
incraased affiliate sales (most of the increase
from 1962 to 1968 was in the form of
exports to the U5} and en equally sharp
increase in UK. exports to Canada.

According to the data published in the
October 2070 Survey,® about 8 percent of the
sales of foreign manufacturing affiliates in
1968 wers exports to the U5, up from about
4 percent in 1965. However, most of the in-
creaze in the proportien exported to the U.S,
was accouoted for by the special situation for
Canadian-produced transportation equipment.

DATA GAPS

While these data are helpful, maoy gaps
remain to be fillsd. For one thing, the 198
data are already somewhat out of date, and

we do not yet have the new benchmark that
will be sstablished whan the complete OBE
cenans covering 1966 can be fully tabulated.
It is indesd regretiable that this very import-
ant information, covering most of the sig-
nificant aspects of ULS. multinational ecor-
porate activities, can only emerge slawly be.
cauzse OBE's resources cannot be etretched
further to spsed np the processing. More.
over, 1o be fully affective for analytic purposes,
these data must he integrated with a compre.
hensive body of infermation on domestic and
international corporate sctivity. I understand
that OBE has plana to develop an integrated
deta system that would be the backbhone of
such analysls, and I would certaiply support
vigerously its efforts to progress in that &i-
raction. The results would be extremely help-
ful for polioy-orismted research as well as for
use by business ecenomists and economio
analysts in gemeral.

*This may be partly becadse of differences ia the

definition of rubber products between the foreign
affiliate asles Al and the expori daia.

"P. 2.
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P |t gives me great pleasure to
congtatulate the Office of Business Econom-
ics on the fifticth spniversary of the Survey
of Current Business. Over the years the
Survey has been 2 highly important source
of basic econemic data snd anabysis. The
quality of its statistical and analytle work
kas made it an indispensable publication for
everyone zeriously interested in economic de-
velopmentz and praspects in the U5,

The impressive sistus of the Survey re-
Bects, of canrse, the Hreless devotion of the
OBE stafl to the systematic improvement of
esonamic date and analysis. The widespread
use of the national income accounts as an
integrated systern for measuring and evaluat-
ing sconamic developments iz an schisvement
of the Brst magoitude. Businessmen as well
a8 government officials have become increas-
ingly dependent on the pational eccounts
for plamning purpeses. For economists, the
national imcome data facilitate the testing
of economic hypetheses and the development
of experimental models of wggregate eco-
nemic behavior. Qther OBE statistical pro-
grams—among them, the balance of pay-
ments  accpants, input-output apalyse, re-
gional economic dats, and statisties on prle
vate capital formution—have also praved o
be of great benefit for economic anaiysis
and for policy purposes.

IMPROYING THE DOMESYTIC ACCOUNTS

The forthright appreach of the steff in
evalusting the nsturs, parpose, @nd limits-
tions of the data has done much to 2am the
OBE worldwids respect. OF course, mueh
work still remains to be done. I lock forward
to further improvement of our present mrray
of patonal sconomic accountz in such arean
as the development of comprebensive na-
tional and gectorsl balance sheets, improved
mneasures of output and productivity for the
servive trades, and the development of mese-
ures of output and preductivity for gov.
ernmant at all levals, Keconcilistion: of the
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accounts with other importent relatad een-
nomic datz would help to provide a better
understanding of the apparsnt conflicts that
occazionally emerge.

In recent years, attemtion has been in.
creasiogly focused on a wide range of socio.
etonomic assste and costs, such as capital as.
setz of government, the tangible value of edu-
cation and of homan =kills, the extant of en-
vironmental damzpge, and changes in the
quality of life. How such assets and costs
should be reflacted in the national economic
accounts is a pelevent issue to which much
thought and research will need o be devotad.

INTERNATIONAL ACCOUNTING

Of couise, everybody coocerned with
the U5, balance of payments knows that the
Survey publishes aothoritative data on this
subject. We would bope that sufficient re.
sources can be found 1o develop sach addi.
tional information as hilateral acconnts with
major countries, and to exploit more fully
the basic information collected on the ine
termationsl operations of U3, business.

Qur hasic economic and social gosls will
be more dificult to achieve unless all of us
work jor the development and improvement
of statistical measmres of our performance.
Thus, it is extremely wrgent thar siatistical
agencies, including the Office of Busziness Eco.
nomics, continue to receive the funding
needed e carry out the programs essential
to mecling our growing requirements for
Letter data in the years ahead.

Arthur F. Burns is Chairman of the Board
of Governors, Federal Reserve System.
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ANNE P. CARYER and WASSILY W. LEONTIEF

Goals for the Input-Output Duate Sysiem in the Seventies

T [n 1959 the Office of Busineas
Fronomics annouaced its intention of expand-
ing the system of national aceounts to include
input-output tables published at reguler in-
tervals. Since then it has published two bench-
mark tables: an B5-order table for 1058
and a 478-order table with aggregated ver-
sions at 367 and 85 order far 1963, Additional
detail for dood, nonferrcuz metals, ntilities,
end construction sectors was published afbee
the 1958 table was released, and an updated
version was estimated for 1961, The 1963
study expanded the basic classification scheme
almost sixfold. This disaggregation goes a
long way toward meeting the demands of
the business community for detailed informa-
tion for market analysis and for the simu-
lations used by modern management.

While OBE prepared the first input-out-
put tables integrated with the national ac-
counts, the 1958 table was not the fast con-
structed for the 115, A 450-sector table was
consieacted for the year 1947 by the Bureau
of Labor Statistics. That table is also by far
the best dogumented of any input-output
table, Large or small. The 1947 Bureau of La-
bor Seatistics study laid a vital foundation for
the later OBE program. It established the
mzjor statistical methodologies and sccount-
ing conventions and provided experience for
the key personnel who direct the present
work.

INTEGRATION WITH INCOME ACCOUNTS

There i grest advaniage in having the
input-avtput tables conzistent with the system
of nationzl apcounts and published on 2
repular basis. An eszential glement of con-
tinvity over the years is thus gusranteed.
When the input-output and other income ac-
sounts are combined in an integrated system,
conapstency constrainks ensore greaker accu-
racy throughout the system. In addidon, it
becomes gasier to combine input-output with

other ecanomic statiztics for meaningful anal-
yoie. Mow, as contvasted with five or fen
years ago, a sighificant proportion of waars
of input-outpul statistics comes from out-
side of the community of input-oufput spe-
cialists. This i3 an important development.
Input-antput tables are a rich soures of in-
formation on industrial produstion regivs-
ments apd on markets. Soch information can
b+ valuable to mdividual sector acalysts,
students of industrial organization, and emar-
ket analysts, to name a few. The higher the
standards of consistency of inpat-outpnt and
other statistical series, the greater the utility
of all the elements of the system.

SUPPLEMENTARY INFORMATION

Users are indebied 1o OBE for cop-
tributing inferrpal guidance in interpreting
the published statistics apd for assembling
sapplementary  information—price indices
tax 2nd merzin estimates, and uncilicially
updated and projected transsctions. These
services undoubtedly drain significant re-
sourees from official projects, but they grealy
eithanee the usefulness of the published mate-
rials. In time, it may be wise to transfer
same of this unolficial work to the formal
account systern.

Despite the excellence of the present in-
formation system, pressures are mounting
for further extensions and Improvements. As
users work more and mere intensively with
the material that is now supplied, they become
aware of its limitations. At the same time,
theit honizons broaden. Inevitebly standarde
are higher than they were seven years ago,
and they continue to rise.

What, then, do we hape for i futmre
input-oulput data?

TIMELIER DATA

First, the length of time required 1o
prepare this material must be et down. This
time factor is particulerly important to busi
ness and govarnment agencies that wee input-
sutput information as a basis for planning
or projecting into the future. Tables for 1958
mad 1962 wers not published ontil six years
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later. Fast experience assures us that input-
cutput structurss do exhibit hearteming ska-
bility; many cocfficients change graduoally
over time, Stl, there is conmwensus here ond
in other countries (where technelegical change
is preawmably slower) that even a five-year-
old table tends to be stale. It cannot be used
with confidente for forward-locking decisions
without some form of statistical correction
or updating. Potential asers e the business
cotomunity seem to ke the most serioualy
cencerned about Hmeliness.

Any omtzider tends to underastimete the
kngth of time requited 1o do this joh, We
muzst understand that the construction of
input-ortpul atcounts requires many time.
constiming stages of compilation, estimatioa,
corkection, balancing, and reconciliztion be-
fore publication. It is also clear that the rate
of compilatien of infermation by the Census
limits the rate at which the input-cutpmt
tzsbulations can proceed. Certainly, moch more
rapid preparation of tables would be tech-
nically feasible if sufficient resources were
devoted to the task. As the Nation reconsid-
ers its priorities, such improvements of the
statistical system as this muost be seriously
considered, both Ior their scientific velue
and for rtheir potential conribution to wiser
decisions i areas of national pelicy.

EETTER DOCUMENTATION

Thue far, dacmentation of the tables has
hesn all tao bedel and general. This is in ac-
cordance with a longstanding tradition for
published Goveroment statistics: the yser must
acqwire professional training in the statistical
mathodologies used in ordex to undarstend the
mezning of the published figures. Fortunately,
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thers are books and courses in practical statis-
fics tnd pational incoms accounting that help
io enlighten the wsers of traditional statistical
seriez. Input-output accountz, however, are
relatively mew and complex. Many users focua
on a relatively small class of entries—irans-
actions amoeng a limited greup of compatitor
or customer seciors. (Hren they try to relate
the input-cutput information to information
from other sources. Mure frequently than not
they need te Bnow im detail hew the input-
oulput accounts were estimated before they
can pul them to intelligent use. The exeellent
docaimentation of the 1947 input-outpul atudy
of the Bureaur of Labor Statistica atill provides
answers lo many questions about the 1958
and 1963 tables, bur these answers become
obsclele 25 the changing atrocture of the
cconomy requires changes in the statistical
framework iteelf and a2 pew metheds are de-
veloped at QBE. Furthermore, the 1947 docu-
mentation was never published and is not
widely availalle. Usess solve their problems
by writing or telephoning OBE, by gueaswork,
or by abandaning their projects altozether.
OBE haz heen geperous in replying to
individoal questions and in sharing its work-
sheets with anyone willing 1o purchase a mi-
crofilm copy, but thia #s oot a satisfactory
selution to the problem. It inevitably absorbs
tise and meney without building a general
decumentation accessible to the broad popu-
lation of students and research workers. More

Anne P. Carter ts Direcior, Horvard Research
Project. Wousily W. Leontief is the Henry
Lee Profossor of Economics, Harvard I[ini-
wersily,
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might uze the nurmkers and use them hetter if
they understood themn better,

CREATELR INDUSTRIAL DETAIL

Despite an extensite and growiog litecs-
ture on the principles of induetrial classifice-
tiom, its actual design remeins an art. Most of
uz who have worked with the 85order input-
output classification can single out two or
three sectors whose scope seems less than feli-

citous, but the overall design is unquestion-

ably sound. While many wish for still more
detail than is found in the 1963 table, er for
a different balance of detail between mamu-
facturing znd nonmanufacturing sectors, the
1963 1able appreaches the four-digit Standard
Industrial Classification “sound barrier.” A
tabls with much greater disaggregation would
require revamping the censuses that furnish
the basic information for the tables. The Cen-
sus information sysiem must some day be ex-

_ panded to meel growing needs.

Right now, the demand for more and
more extensive published datail on the part of
business ussys [or would-be business users)
seentts almost insatiable. In any event, those
who nse input-ottput a4 8 basla for corporate
planning must continne to supplersent avail-
able statistical materiale from the Governmest
with data from their own informetion and
accounting systems.

SECONDARY PRODUCTS
Fietitions Transfers

As the input-output 4ables get larger and
the pressure for detailed data is maintalned,
it may he wise to reconsider some of the basic
accounting conventions. In particulse, the

treatirent of secondary products in terms of

factiticns transisrs is mors tromblesome for
large than for smeller matrices. The propor
tion of products classed as “secondary™ tends
to increase with the mmober of sectors, At 85
order the proportion of total production
originating cutside the primery sector of
otigin in 1963 was 5.7 percant. For the sams
year, but at 367 order, the proportion of mee.
ondary production wes 7.1 percent and wonld

ke even higher at the 478 order. The rangs of
secondary production among individual sec-
tors is very wide. For some sectors, transfers.
in exceed 50 pereent of botal sutpat.

Produact vs, Industry

Savaral ressarch groups that work rego.
larly with the input-owtput tables have con-
verted to a “pure praduct” (er “praduoetto-
product™) basis. Using the information in
OBE’s input-output tables an industriea” input
structures and the industrial origin of prod-
ucts, they solve algebraically for inpat struc-
tures that charscterize each product (as op-
posed ta indusiry) group. The procedurs re-
quiras the quastionable sssumption that the ia-
put strecture for any given prodoct is the
same regardless of the indostry where it is
prodoced, and some ad hor procedurss must
be introduced to guard sgainat negative or
patentty absord positive entriez in the esti-
mated produvct-to-product makrix. Ef might be
very convenjent for sorne users to have x
product-to-product version of the input-pulput
table published by OBE. However, thers e
much to he eaid for staying with the pressnt
format. The sstimates that ars now publishad
are relatively easy to interpret and verify. The
published sccounts provide the data necessary
for the user to convert to the purs product
basis if he wishas to do o

The United Nations System of Natiomal
Accounts suggests another powerful alterna-
tive 1o the present square table format with
fictitiaus secondary fransfers. This system ie
applied in Canada, where “rectangnlar™ input-
output tables are compiled on a regnlar basts.
Rectangular tables give significantly more
product than industry deteil, §.e., the clasaif-
cation scheme for inputs & more detatled than
the classification acheme for outputs. Before a
rectangular input-ootput tabla can be usad o
atandard input-oulpnt computations, # =

SURVEY OF CURRENT BUSINESS




necesaary either to agpregate the product de-
tail to form a eonventional square tabla or to
specify a complementary “repartition matrix®
that tells the proportinns of each product to
be cappliad by each secter. Under the former
alternative (tha squared matrix) we face the
secondary praduct problem just sx we do in
our present system. Tha sscond alternative is
more flexible: for a givan problem we can
assume that the present industrial distribution
of production will ha maintained, or that it
will be altersd in any specifiad way. The price
of this added flaxibility is morve cumbarsome
coraputstions. The format suggested by the
SNA has two very important advantapes:
(1} it admits as much detail as is available
in the basic Censns sources; and {2) the
meaning of each aniry is straightforward he-
canse observed brangactons are not combined
with Actitions transfars.

With present computer tachnalogy, 367-
ordsr computations tend to be cutnbersome,
even with square matrices, While many indi-
vidual users refer to the 367-order tables for
information on particolar {ranzactions or
groups of transactions, foll-scale 367-prder
computitivns are probably restricted to a fow
speolalized research organieations. For these
rasesrch organizations, as well as for the
¥eference nsers, there might be considersbls
advantage in the more flexible SNA format. At
any rate, it ssems a goal worth exploriog in
planning the compilation of fuhere tables.

FURTHER DATA NEEDS

Any budeetconscious hushand Eknows
that the purchass of a now dreas will trigger
purchaacs of shoes, hose, and other accessories
to realize or eobance the value of the initisl
outlay, {Thers is, of course, no assurance that
the accessories will cost less then the dress.)
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Analogously, the publication of input-putpat
aceounts makes possible (or almost possible)
types of anzlysis that were formerly out of the
quéstion; thersfors requesis are generated for
autiliary information to vealize and enhance
the analytical potential of the input-oatput
table.

Primary Faetor Inputs

No ecooomist peeds to be reminded of
the pivotal importence of primary factor jo-
puts in the analysis of alwost any problem of .
praduction or prices. In fact, most economists
have mnded to concentrate attention oo direct
lehor and capital inputs, ignoting intermediate
rsquirements in a first approximztion. Input-
output accounts shonld make it possible, at
long last, to deal aystematically with inter-
mediate requirements as weall, but # is atill
very diffieult to abtain reliable information on
diract labor and capital requirements that is
compatible with the input-output accounts.
Right now, inadequate dstail in the value.
added sectots 1s & seriows boitsneck. At a
minimum we need separate rows in the puot.
output table for wages, taxes, capital charges,
aod profits. Labor coefficients compatible with
the inpaot-output claseification are estimated
for particalsr wears by the Interagency
Growth Project, capital cosfficients by tha
Office of Emergency Prepuredness. Neither of
these series is poblished on a regular basis,
oor witl any ageney wouech for their com-
patibility with the afficial nativnal acconnts.
Irenically, thess informal estimates often play
the dominant role in the sversll input-output
computations.

Regional FO Acesunts

In other circles, thers are demands for
regional disaggregation of the inpubt-output
aceounts. Students of transportation and poliu-
tion problems atress the importznce of tying
their special information to input.output
statistics.

New Units of Measurement

It would, however, ke inadvisable to sp-
preach the planning of the further develop-
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ment of input-output information as if it were
simplr an elabaration of conventional nation.
al accounts. This would deprive the input
ountput system of it increasingly important
role as 4 hridze between the dollarvalue bal-
ance cheets of the national accounts and a
much wider universe of ecomeimie, demo-
graphic, and technolopical strochres aod re-
Lationships that must be deecribed in porely
physical terms (tons, yards, decibels, hours,
or even “nemhber of gniks").

Thus, for sxample, the labor input row
of an input-gutput table can—and should as
soon as possible—comtain not only dellar
figures of wages paid but also manhours av
manyears, broken down by skills. Similarly,
the rows showing the distribution of the out-
put of the consteuction industry {or rathet of
several different constrocton industries)
should daseribe that distribution not only in
dollar figures but alzs in square or cubic feet
of spaca The introduction of “commodity-
tesindustiy” erd “iodastry-by-commodity™ ta-
hles, as described earlier in this dizcussion,
would, for obvious reazoms, facilital= the
prasemtation of physical aleng with dellar-
value Hows.

Similar coneidexations of the appraach
described above would permit systamatic in.
corporation inte the pational as well as re.
gional input-ontput tables of externalities
(such a8 various pollutants and their elimina-
tion), both by columns and by rowa.

FBAME FOR STATISTICAL PROGRAMS

However great the advantages of centrali-
zation in the preparation of national accounts,
it is clear that division of labor among statisti-
cal agencies will be necessary in order to con-
linue and %o sugmect the complex statisticsl
system that is developing, A great desl of
effort will be reguired to integrets the classi-
fications and other statistical conventions of

the various agenciss so as to take full advan-
tage of amy of the information that is as
sambled. Such effort, however cosidy, is essen-
tial if the promise of the pew insoutput
aecounts is to be realized.

The argument presented for nonaccount-
ing data has even more general lmplications
for the development of alatistical programs.
In principle, at least, the individuel accounts
of private enterprises, public crganizations,
and, te a lesser extent, private houssholds
conztitute the elemental building blocks frem
which the present eystem of interrelated na-
tional accounts s pat together. To obtain the
supplemental structural information of a non-
aceeunting type, both private and govern-
mental statisticians must resort more and
more Lo sampling and survey procedures. The
input-cutput system provides a convenient
device for vrganization, verification, and ana-
Lytical urilization of this cype of data. It might
provide znewers to the many questions that
inevitably arice when nonmarket or even nooe
economic facters have to be token imto ao-
count in assessing the status of our developing
socigty.
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PN ¢ is doubtful that the great
men who founded the Office of Business
Etonomica envisicned the day whep news-
papermen and women would snatch sagerly at
the press releaze on the preliminary estimate
of ihe gross national product as it comes, hot
off the press, from the Commerce Department
printing office. But they do. In short, although
the Burean of Lahor Siatistics continues Lo
bozat a bust measirement (the nnemployment
rate} end a waist measurement ({the consumer
price index}, both rather wmattractively swol-
len lately, OBE has s=x appeal too.

OBE'S FPAYMENTS PRDOBLEM

Thia raises the guestion of whether OBE
can cops with ons partioular type of sex
appseal—rthe attractivn of that ungeinly teen-

. ager called rthe balante of payments. Any
answer [rom this ¢guarter must begin with
reeognition of a fundamental fect: OBE does
not exist for newspapermen, nor, indeed, for
any Vmeaneral public” if reasonably defined. It
exists mainly—and I think ought to exist—
bor specialists, in and out of Government.
Thers is no reason why gemeral newspapers
should deal with the mass of detail that OBE,
in its indispensable way, publishes on every-
thing from State personal income throngh
the autemotive industry’s share of GNF to the
IL5. international asset position, though we
raporters can wea these figores as we wish. By
all means let OBE remain predominantly as
shy az it ig chaste, with an occasicnal hright
Easter bannet in the form of publication of
the GNP or corporate profits figures,

The gray area is the balance of payments.
Through wobody's fanlt-—certainly not that of
the TS, Government, the international mone-
tary systemn, or OBE—the snbject has ac-
guired a certain promipence, Sexy I shall not
call it. But alas, 3t has werked its way into the
censtiousness of decent, law-abiding bankers
and Congressmen and businessmen, whe have

Fth ANNIVERSARY ISSUE

EDWIN L. DALE, JR.

Solving the Insoluble

been forced o add it to their sternally ex-
panding list of public “problems.” And thus
we ink-stained wretches are supposed to keep
them up to dats on the matter.

At the moment, as everyome knmows, we
cannot, Some of us pretend. Some of ns throw
up cur hands in despair. ANl of us hawm to
writs somothiing. To be more seriows, it is, of
cowrse, no! a newspaperman’s problem. No
one on this earth knows far certajin what to
make of the U.5. balance of payments, thaugh
aome peopls think that they know, [ am well
aware that the 1.5, Goverament is grappling
with the statistical problem, and that OBE is
in the thick of the fray, Let me ke this occas
gion to make some sogeestions that might belp
those of us who are the immediate middlemen
between OBE and the public—seuggestions
which (and this is much more important)
might bave some wider usefnlness.

NO OVERALL BALANCE

The ficet, and erueial, suggestion, is to
publish no overall balanee of payments fignre
at afl* pe “liquidity balance™; no “offcial
settlemeants™ balance; no “balance on current
and longtetn capital accounts.”” An underly-
ing reason for this suggestion 3z a slightly un-
American view of mine, which applies to
much more than balance of paymente statis-
tics. [t ix zimply stated: if a problem &
inacluble, seeept it as insoluble and stop try-
ing to solve it. (As sz aside, I have & kunch
that economists try to sclve far too many in-
soluble problems—or, put anotber way, 1o

Edwin L. Dale, Jr., is Economics Reporter,
The New York Times.

3




DALE

make too many unpredictable predictions or
draw too many unconcludable conclusions.)

A meaningful presentation of the totel
U.S. balance of payments, certamly for the
peneral public and guite probably even for
ceotral bankers, i= in my view just such an
insoluble problem. Why not treat # as such?
The Swpreme Court bas not yet held it un-
constitutional for the Federal Government not
to publish certain statistica. When, if this pro-
posed decision were made, some newapaper
people and politicians and hanksra and for-
eigners gravely charged that the Government
wes somehow trying to fool everyone and
abdicate fts responsibilities, the answer would
ke to sit tight and let the storm blow over.
Thers is a remarkably high probability that
na one would be impeached and that the sun
weuld continue Lo rise each mvorning.

MONETARY AND TEANSACTION NUMBERS

What, them, should bs publiched? The
anawer lies in combining absolute honesty
and censtructive Machiavellianisne—which is
not, as some might think, a contradiction in
terms. It is a neat trick but not an impoasible
one. The Government would continie to pob-
lish ahsolutely everyihing that is now pub-
lished by way of individual numbers except,
as wa ghall note, “errorz and emissions"—
that is, all that is now poblished on which the
Government hes some information. This would
include monetary numbers (forsign dollar
holdings, Special Drawing Rights, etc.) as well
as Wransaclions numbers {trade, military ex-
penditures, net security purchases, tourism,
divect investment, and all the rest). Thiz can
and should be done even if, as our always
chaste OBE will admit, some of the transac-
ticns numbers are perhaps a linle more re-
liable than othera {as a toyrist I often wonder
how much I am fooling OBE},

However, there would be a change. The

Federal Reserve and rthe Treasury would pub-
lish monetary numbers and OBE would pub-
lish transactions outnbers, some of which, of
course, are collected by the Treasory and the
Federal Reserve. Never would a monetary
figure {reserves or liabilities) emerge from
OBFE'a door. As all analysis 2nd most oews-
papermen know, this would autcmaticably
eliminate both an overall balance of payments
fignre and errors and omissions (the latter
heing the only meang of reconciling monetary
numbers with transactions numbers). This
system would not prevent anyone from deriv-
ing any balance of paymeats figure he wanted,
hut he wounld have o decive it himzelf. The
Government would have suid, by implication,
that it knows a good deal about oar interma-
ticnal transactions but that it does not pre-
summe to know what our bealance of payments
is. The Jack of knowledge is not new: it is the
implicit admissien which would be oew, and
it would ke constructive, It woald not for fve
seconds relieve us of balance of payments
!idiﬂniplim!li

Before mentioning a secondary point, let
e note two pot inconsiderable “footnote™ ad-
vantages of this proposal. Tt would eliminate
those absurd 2nd paindul explanations of
Government window-dressing transactions on
the monetary side, whether ar not sach trans-
actions themselves continued, for perhaps
good and sufficient reascns of their own. It
would also take the sting out of an “in-joks"

SURYEY OF CURRENT BUSINESS




that is being increasingly heard about the
economica profession itself: that the eco-
nomists” task is that of seasonally adjusting
errors and omissions.

As noted, the foregoing is the heart of the
progessl, The next auggestion is for 2 system
of classifying what we do lmow—that i, on
the transactions side. It depends upon there
being ne oversll balance of paymaents figure,
which gives some leeway for working toward
greater simplicity.

REGULAR TRANSACTIONS

Let ns consider breaking down known
transactions into two, and only two, Broad
catezaries. The first T prefer to think of as
“ragular transactions,” though I have no ob-
jection 1o the terma “current account.™ It would
include trade, tourism, other services (ghip.
ping and the like}, militery expenditures, net
pavernmental forsign aid, other governmental
expetditures abroad, remittances, income from

invesiments, and perhaps one or two other

categories. These items can change from year
to vear, of course, apd the chanmes are im-
portant, but they almast always have the szme
positive or negative sign. They have had, and
do have, trends, even though occasionally
they are erratic. However, dock strikes and
Canzdian Expos can be mentiobed and ex-

- plained in texms that are understandabls, jnst
as the impact of a big retrosctive Government
pay raise on 4 month’s personal income figure
can be explained.

YHAPHAZARY™ TRANSACTIONS

The second category I would cail “identi-
fied private capital ranzactions.” It would in-
clude et security purchases by beth Ameri-
caps and farcigners, pet hank leading to
Forcigners, and the dollar outflow portion of
direst investment. There would he a clear
notation, guarber nfter quarter until the end of
tirne, thet there are other capital transactions
which heve taken place, usually quite legally,
which have not been identified. The OBE
release each gquarter wouwld, of course, appeac
s little more than a month later than it does
now. It would come out only when reasonably
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good fizurss for known transactions were
available, about when the Suriey of Current
Business now publishes ita balamea of pay-
ments article, soms B0-ndd days aiter the and
of the guarter.

The releass, and the artizle, could quite
appropriately striks a balanca on vegular, oo
current, transactions and a balance on idsnti-
fiable private capital, ot haphazard, trans-
actons. It would sxplain changes in the sl
ments of each, or at least describe them, For
exzmple, in this context thers would he no
difficulty—in z category that is by definition
“haphazerd” anyway—in describing why and
how foreign borrowing or quarterdy com-
pliance with U5, ragulations sharply changed
the direct investment cutflow figures in a
given quarter. The concerned citizen—and the
Congressman—would come to know that the
oumbers in this capital category ars interest-
ing but net decisive, eartainly not in the shoxt
run. The experts wonild have the dats that they
have now. Anrd this includes, to be fair, those
sxperts wha believe in controls over bark lend-
ing and capital outflow; they would have just
as much “balance of payments” ammunition
as before.

No one would be deveived. Foreign cen-
tral bankers would know how many dollars
they were taking in nc malier how we pre-
sented our statistics. But a bit of avoidable
foolishness would disappenr from cur lives.
That is & cousummation devoutly to be
wished, even if economic policy is not im-
proved by a jot znd the “balance of paymenta™
problems does not thereby, as it wonld not, go

avay.
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.S, National Income and Product Estimates:
Evaeluction and Some Specific Suggestions for Improvement

SN For fifty yesrs—oan it weaily
he a0 long?—tha Survey of Carrent Businass
and its supplements have heen the chief out-
let for the research of the Ofice of Business
Ecenomics and its predecessor, the Economic
Research Division of the Burcau of Foreign
end Domestic Commerre, Magazine and
agency have been inseparably intertwined.
Reporting sud anelysis of the current busi-
ness situation could improve ooly with the
development of an analytical framework, an
adequate flow of ap-to-dote information, o
historical record for comparison, a bess of
past onalyses, and a corps of compstent ans-
lysts. As progress was made in all these re-
spects, the monthly “survey of corrent busi-
neas” became more penetrating. So did anal-
yoes of longerterm ecenoamic changes and
trends, which the magazine, despile ita His,
bappily has not neglected. The Swrvey has
gko reported whatever rescarch engaged the
agency nt a given time, which was proper
even though articles on the incomea of pri-
vate-duty nurses and lengthy reporte on the
detnils of forcign mid must somelimes have
surprised business readers.

It the magazine has bencfited from the
agency's rescarch, the converse is also true.
Use of the agency’s data in apalysis for the
Survey has pointed up information gaps apd
inconveniont definitions of series. (I memory
serves, OBE's present Director thought it add
ta write in each quarter of 1243 that tha valas
of production, a2 measured hy GNP, had
increased because of a rise in the Federal
debt; this experisnce had something ta do
with the Ister decision to climinate govern-
ment interest from GNP.) Without the inex-
orable GPO deadlioes for the Survey, rescarch
would rarely have been complsted on sched-
ule, and without the magazine as outhet, staff
of the caliber required for research could

aczroely have been assembled and retained.

I trust the fourteen years that have
elapsed since I lefit the OBE staff are adequate
to eliminats suspicion of bias when 1 expresa,
83 I must, my enormons admiratiop for OBE
a8 &n orgenization and for the =kill and de-
voticn of its staff. OBE ranks among the top
sconontic research agencies in the world. How
this came to be would make an mteresting
study, but surely fine leadership, devoted Lo
objectivity, was indispensable, Great credit
must go o its three directors: Amos Tayler,
the late M. Joseph Meshan, and now George
Jaszi. For almosmt thres decades OBE has
relied upon Jaszi’s many talents, not least his
lagical and disciplined way of approaching
all questions and his rars ability 1o distinguizh
between innavation and oonsense.

INCOME AND PRODUCT ESTIMATES

I thall confine my comments to the topic
that has intsrested me longest, the national
income and product sstimates. The Depart-
ment of Commerce began national income
sstimation in 1933 ander Simon Kumets, and
work procesded under Robart Martin and
Rohert Mathan. 1 wall vscall the aituation
in July 194], when my owm fiftesn years
of service began. Data released on a regular
bagis already meluded annual estimates of
national income, cross.classifisd by type of
income and by industry, with consistent data
for empleyment; momthiy estimates of na-
tianal parsonal income {then called “Income
payments to individnals™) by type of income,
unadjnsted and seasonally adjusted; aod an-
nmal estivates of personsl income by States,
by type of income. Milton Gilbert, Danie]
Creamer, William Shaw, Dwight Yotema, and
others in the Mational Incorpe Unit had al.
ready stapted the divect estimation of expendi-
tures for GINF and thorough revision of the
income estimates. Full adventuge was to be
taken of sxciting new asurces of dats, in.
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cluding thoss emerging from the unemploy-
ment compensation and old-age and survivors'
inaurance programs, from the great fmprove-
ment in Census informstion introduced in
tha 1939 esteblishment censuses and the 1940
Censua of Population, and fram the first
pomprehensive tabulations of noncorporste
boginess data from tax returns.

World War 11 sa depleted the staff that
the new estimates were not finizhed wnlil
1947, but the work had progressed far encugh
hy 1942 to permit publicatien of carrent an-
nual and quarterly estimates of GNP classi-
fied by both its ihcome and product com-
ponents. Consequsntly, the key amalytical
series that emstge from relationships be-
tween these two sets of estimates, when they
are supplammnted by appropriete data for
government receipts and expenditures, were
also obtained: the balance of saving apd in-
vestment and the disposition of personal in-
come. The “national income and praduct
acconnis” came ints existence. Introduction
of tha hasic direst and revised sstimates (in
1947) and of GNP in constant prices (ane
nually in 1951 and quarierly in 1958) com-
pleted the framework for a set of income and
praduct dats that are spitahle for hoth short.
term and longterm analysis.

DESIGH OF THE U.5. NATIONAL ACCOUNTS

From the World War II period to the
present thme, most increases in the esefnlness
of national income data bave resultsd from
the addition of ioteresting and analytically
valuable breskdowms of the major aggre-
getee (GNP, natiomal income, personsl in-
come, and disposable persenal income), their
major components, and certaim other broad
aggregates (especially government recsipts
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and srpenditures) that entsr the national ac-
counta,

Thiz additional detail has involved waw
types of classification, grestsr frequency of
reporting, or incraased geographical detail.
Eramples are nxtional income cross-classi-
fied by logal form of organization and type
of income; GNP i constant prices by in-
duatry; persomal income by county groups
and by metropolitan aress; satimates of par-
zanal income by States on a guerterly basis;
ayd government expenditures cross-classified
by type of function, leval of governineat, and
kind of expenditurs. This method of expand-
ing the data base has proved Hexible and
efficient. It allows valuable research time to
be concentrated on series that are both use-
ful and amenable to ¢utimation. When desir-
able, particular series can even be provided
that ara not part of & comprehennive clasai-
fication: gross aute GNP was introduced
without the simodtaneous sddidon of “wacy-
um-cleaner” GNP or similar components and
praved invalusble in the interpretation of
scanomic developments during the recent
General Motors strike. This gensral line of
development js conpistent with the pwessrva-
tim of a simple, readily understandable
structure of the “national incoms and prod-
net accounts”; hera I intend the precise sense
of the tecm oeed in table A of the anouasl
national income presentation,

The TLN. and OBE Natioond Accounts

I take time here 3o commend expansion
of the information base by this ramts only

Edward F. Denésan is Sentor Fellow, The
Brookings Inatituiion.
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hecauss it was nat inevitable. There wae and
is an alternative: expansion of the strocture
of the “national income and product accounts”™
by proliferating the number of sectors, the
types of transactions, and tha types of ac.
coutits {beyond “current” and “eaving and
investment’”) ; then “articulating”™ the ac.
counts (ie., showing sach type of kransac.
ton between each account for each sector
and for every other eccount). This is, in
fact, the road to which ths furare develop-
ment of national income statistics will be
diverted if the new Uniled Nations system
of standardized national secounts is tekem
serioucly.

The main cbjection to this approach is
that it is inefficient: for every seriss of any
real intereat that is developed, at least a
dozen series of trivial or oo valoe must be
edtimated to fill out the “accounts.” Because
most of the series called for are of no ap-
preciable interest, sxisting systerns of data
collection do not provide the information re-
quired by the new SNA; either collection of
trivial data would be required or the nombers
would have to be imaginary. The new SNA
haz another weskoese; it I8 s complicatsd
that por even seriope and expert wsera of na-
tonal income and product data (and few pro-
ducers, for that ratter) can be expected to
underetapd it or the meaning of the numbers
it ie to contain. Since a main uwse of “ac-
counts” is ae an expository device, this is ne
small disadvantage. A very simple set of
accounts like OBE’s, sopplemented by sup-
porting tables to provide apalytically intee-
esting detail and alternative breakdowns, is »
far bettex approach, in my opinion.

Theys are, to be sure, no abaolute prin-
ciples or criteria that can be easily ast feorth
to delimit the preper scope for “accounts™
in natfongl fcome statistios. Of course, 1
am not gpposed to organizing useful infor-
mation in aceounting form when this can be
done conveniently and with litfls waste.

Saving and Investment

For exmmple, in the past OBE bas pre-
seuted SEC estimates of personal saving classi-
fied by changes in nssets and Habilities of dif-
ferent types, of international flows of assets in
the balance of payments, and of the souwrces
and vses of corporate funds, Each type of in-
formation has been considered of interest im
its own right. If some changes could be made
in these series pnd estimares for government
could he prepursd, the whoie could be pre--
senled a3 unarticulated “saving snd invest-
ment accounts” for the corporate, personal,
government, and “rest of the world” sectors.
Such a stedy was once begun in OBE but
tiever published, for reasons not known lo me
—perhaps it was the impuossibility of abtain-
ing sufficiently consistent and accurate data
or of reconciling with the Federal Reserve
Board “Aow of funds™” data,

Capital Stocks and Wealth

Three of the most valuable expansions
in OBE data during the past decade can alse
be used to illustrate my viewpoint: the capi-
tal stock study, new regonal dats, and input-
oniput tables. The capital stock stady (ip-
clading the new eerles far dwellings) pro-
vides a number of variants of the values of
the private gross and net stock of structures
and equipment and of corvent and cnmulated
deprecistion npon them, sl measurad i cur-
rent and constant prices as well ag in “book”
valuez. Thess data are very useful, guile
apert from any comnechon they may have
with national “acconnts.” Tagether with the
inventory estimates that wndedie the joven-
tory changs component of GNF, they pro-
vide infarmation needed to measure capital
input, rates of ysturn, and, as I shall remark
shortly, wational incoms and product. It
happens that they also provide all the data
except land valuss that ave required to méms-
ure the business component of the privataly
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owped national weslth, and thet this & a
sizable portion of the infarmation that would
be nesded to construct ssobor balance shests
DBE was right to develop the capital stock
series separately, and firsk, becavae they are
vary important series. If it could sventeally
develop national and sectoral halance sheets
{or “wealth” accounts} organized aroond a
siteple acconnbing structore {and if the -
formatiop js n=efnl}, this world not exempli-
fy the proliferation of accounts that I find

chjectionabls; rather, it wonld provide deta— -

aeset and liability values—of 3 type alto-
gether diffsysnt from thet in the present na-
tional inceme accounts.

Regional Estimates

The Hegicnal Economics Diviston of
OBE has made advences in the informaticn
and analysis it can provide for States, smaller
areas, and combBinations of areas that T would
scarcely have believed possible when I left
OBE in 1996, Tha new estruates have re-
mained closely tied to the concept of parsonal
income, with detail by type of income and,
where relevant, by indostry. They have heen
supplemmented by estimatee of disposable in-
come and mformation on closely related
stries. | ynderstand that gecopraphical break-
downs of national aggregates of personsl con-
sumplion expenditures and amployment are
in the process of davelopment. The parsonal
income data have proved ta be highly fsxible
instruments for regional analysis, serving
many purposes well. [n my judgment, the
emphasis and approach have been just righe.
The Mrvision has not let itself be diverted
very much by requests o develap regional
“accounts™ paralleling the national sccounts.
Given the way the TiS. economy functions
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and the assumptions that would be required
to produce less-than-national aecounts, 1 am
very dubjous that regiopal accounts could
add much, if anything, to what can now ke
done with the persopal income serics.

Input-Output Tables

Provision of input-output hables on a
coatinuing basis has been o third major ex-
pacsion of data. Whather or not it is a set of
“mecounts,” an ioput-output table does pro
vide a complete articulation of product Hows
from every indostry to svery other. The usnsl
disadvantage of articulation, especially when
there are more tham a handiul of sectors, ia
present—much effort is requited to preduce
low-quality esztimatez of a myriad of unim-
portant series—but the whele effort rests oo a
considered judgment that the value of baving
& cemplete table exceeds, by more than the
additional cost of ita preparation, that of a
aet of tables which would contein only items
of significant intevest, We do not have an
example here of & desire for the expression
of sophistication or elegance in the forraula-
ton of “accounts™ thet would impair the
exervise of goad sense in the detenmination of
where the greatest payoffs will be in the ex-
pension of patiopal incomwe and product and
related seTics.

In shext, I think thet OBE has chan-
neled it tesources wisely in the past. I am
eanfident that it will do so in the futnre aven
i this requires the return of a2 good many
blank pages when the TN, sends out futyre
national accounts questionnaires,

IMPROYING INCOME AND PRODUCT DATA

It is difficult to respond tu a request for
suggestions aa to how OBE can improve its
contribution to knowledge about the Ameri.
can ¢conomy becaves I cannot hope ta ofier
anything new. But in the national income

3
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and product srea there ere a few items, none
involving really major new reseurch, that may

be worth a reminder.

Depreciation; Services of Dwellings
Present Procedures

First, OBE now provides three measnres
of the value of the Nation’s outpnt in current
prices—GNP, NNP, and pationsl income
{which can also be regarded as net national
product at factor cost!—and one measure,
GNP, in constant prices.

NNP and national income in current
prices, as now published, are oeedlessly de-
fective measures. The defect is that they are
cbtained by wse of a capital consumption
series which 15 3 mixed bag of components,

- For nonfaym business, it consists of historicsl
cost values and reflects whatever service Jives

and depreciation patierns are allowed at a
particular time by tax laws and regulations
and by accountante. For nonfarm, noncorpo-
rate dwellings, the series is consructed mors
or less analogously but avoids temporal in-
comsistencies resulting from tax law changes,
For farm property, depreciotion is valued at
cuerrent prices by a procedure that is con.
sistent aver 1ime. The measure of total capital
coensaumption allowances is conmistent neither
among componcnta por over time. The anly
possible use for the confarm componsola is

for tax analysis; they have no relevanes o

the measorement of output or income. All
the incongistencies and inadequacies carcy
over v OBE'S measures of net corporate
saving and personal seving,

In the absence of scceptabl: QBE series
for NP and NI in curzent prices and of
any OBE serics at all for NNP and NI in
constant prices, the amalyst bas only two
choices. Either he makes ap his own serles—
a course which OBE's capital stock study
fortanaiely mokea possible, on an enoual
basis—or he uses GNP when net prodast orx
national mcome would be appropriate, The

second course, regreitably, i the ooe more
often chosen.

In my view, regular publication of bath
net national product and naticnal income in
carrent prices besed on depreciation meas.
ared consistently in current prices rather
than mastly at historical cost, and of both
nationsl inecome and net natiomal produc
in constant prices, i overdus. The caplial
gtock study provides almost all of the naces-
gary deta. Throughout the tables the presen-
tation conld parallsl that now accorded the
mventory valoation adjustment. In the vor-
rent dollay estimates depreciation in cirrent
prices, and income and preduct bazed upon
it, would simply replaca the present estimates
hased on historical cost, sxcept that a hreak-
down betwesn “book™ profits and “deprecia-
tion valuation adjustment”™ would be retained
for corporations and nonfarm proprietor-

ships and parinerships.

Selection of IMpreciation Meothod

I see only two possible problems in im-
plementing this suggestion. First, the OBE
stody of capital stock provides alternative
sets of deprecistion sstimates in current and
sonetant prices, based on various comhine-
tions of zssuraptions with respect to depre-
ciation formulas, length of servive lives, snd
price Indexes. Firmn evidence as to which
series Is the “best” is lacking, T suspect that
OBE ks hesiteted to wse any one series in
the national ncorme and product estimates
for fear that this might be interpreted as an
indication that it gives priority to that ssries.
The siluation warrants caution ko the user
but not failure to make a choice. Use of ary
series OBE might select tp approximate eeo-
nomic depreciation valued in appropriate
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prices will greatly improve the exisbng cur-
ront price income and product series, and it
will All a major gap in the constant price data.
I do vot see how any vser of the data can be
worse off after the change, or can even sap-
pose he is worse off, than he is now. More-
over, if he preferz 0 do so0, he can =il
substitate aleernative series from the capital
stock stady to the full extent that thiz is now

possible. [ do not sse the nscessity of making
& selection as a sufficient objection,

Indwstry Allocation

The second problem concerns the distri-
bution of national income by industry. it
arines hecause the capital stock stndy does
not provide estimetes in industry datail
Even if ths depreciation valuation adjust.
ment had to be introduced in the Swrsey’s
table 112 as a reconciliation batween the sum
of indostries snd the national income takal,
the procedure should be adopted. But the
situxtion is not this had?

The OBE industry classification for na.
tiopal income and GNP distingnishes 64 in.
dustries. One more, a “services of dwellings™
industry, is badly nesded for ansalysis of pro-
ductivity and inconse shares, My sacond rac-
ommendation, quite apart from the deprecia-
tion question, is that it be established W line
with Europesn practice. It would contain
income or product originating in the pro-
vision of dwellings services; this indostry is
now divided between “farms” (a minor por-
tion} and “real estate™ and cannat be iso-
lated from puoblished data. Ite ssparation
would make a total af 55 industriss clazsified.

In six of these 05 industries (the four
in government, the rest of the werld, and pri-
vate houeghelds), depraciation is nol meas.
ured, 5o thess industries will raise no prab-
tem if depreciation is revalued. In one, Tarms,
the present estimates prepared by the Depart-
ment of Agriculture tre satisfactory. (If 2
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different formula 35 desired, they can elso
eastly be replaced.) The deprecistion figures
now used for dwellings are OBE's awn esti-
mates at historicel cost. They could simply
be replaced by carrent price series and used
for the Yservices of dwellings” imdunstry that I
have just proposed. The situmien is the same
for depreciation in the “nonprofit member-
ship organizations” mdustry and for the bulk
of depreciation {also on nanprofit property)
in pwo more industvies, “medical and other
hezlth services” and “educational services.”
{Nonprafit depreciation in any <use doss not
affect nationsl income, only GNI.) The re-
maining depreciation in the twoe last-pamed
industries is 5o small that even a bad estimate
of depreciativn revaloation could be intro-
doced without noticeably impairing income
sriginating. The induamiss enumerated ac-
eounted in 1969 for 22 percent of national
income and about 32 percent of depreciation
{besed on OBE's current coverage of de-
preciation but revaloed at current prices).
The remaining indostrit¢z are those in
which depreciation iz now wholly or in sig-
nificant part derived from tax returns. The
capital stock stndy would allow the depre-
ciation revaluation adjustment to be cstimated
faitly well for manufacturing as a whole. If
rather high standards of accurecy were to be
impesed in allecating the depreciation valwa-
tion adjnshment among industries, it would
eb worat be pecessary to combine the estimares
for the 21 manufactoring industries, which
in 1969 accounted for about 29 percent of
national income and 19 percent of capital

'In the (olewing prapraphbs, rcforeoces w the
accuracy #f the isdestry allocation mfer to the
broakdown of a given natienal income total, &5 dise
tingoizhed from poseible arporm in the total jrseld,
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consumption, and to combine 33 othar indus-
tries, which accounted for 4% percent of na-
tional inzome and alsa 49 percent of depre-
ciation in current prices. (A few of tha latter
industries could actually be separated becaunse
deprerciation is so small that any conceivable
error is trivial relativa to national income. )
li OBE were te adopt this conrss, it would
nat be ohjectionable.

It would be better, howaver, to be a bit
mare daring and maks the full allocation by
industry. This wonld require morz new re-
search than the steps proposed thus far, and
high accuracy would not be obtained in the
sstimates. But aceuracy of the adjustment
must be jodged relative to the series to he
sdjusted, and the allocation of national in-
cotrye to most industries, thoogh usehul, iz only
a falrly erude approximation, for resssns
noted in the following paragraph. Moreover,
the series for income originating in any in-
dustry is likely to approach more closely an
estimate corresponding to an  appropriate
definition of income if estimates are made in
accordance with that definition than if they
are mads with sotoe other.

The weaknesses in the exrfsting indusiry
series are well koown, and [ pense for only
a brief comment apon them. Three 1 merely
note because 1 have no soggestions for im-
provement. They are the classification of
corporate profits and interest on the basis of
corporate returne rather tham of establish-
ments, erratic changes in the classification
of prefitz and interext when the degree of
conaglidation of retnme changes, and difh-
epltiss I estimating the inventory waluation
adjustment by mdustry.®

Revisions in the SIC

A fourth difficulty is more ohjectionable
because it is unnecessary. The Standard In-
dusirial Classification is periodically revised,
aod, as a consequence, reports of agencies
collecting primary dzta provide only a col
lection of broken series, at best with overlaps.
By much effort and ingeouity OBE has mede

adjustments to preserve industrial compara.
bility and now covers tha entire period since
1929 with only 1wo classifications, ovetlapping
at 1947, But many of the adjustments are
only approximations, They should pot be re
quited. T believe it fair 1o state thak the only
basis for many of the changes that have heen
made in industrial classification is that sac.
cessive groups of people considering the same
facts will reach different conclusions, and i
the clessification is regularly reviewed it will
be regularly changed. To one gronp, optome
etrists belong in medical service hecamse of
the nature of their work; to another, in retail
trade hecause they sell glasses. Other classi-
fication chapges had their origin n reqmests
from industry groups sseking some legal ad.
vantage from being classified in a diffarent
industry, Certain changes in the standard
classHication are, to be sure, justified by real
changes in the siructure of the economy, but
few of these affect comparahility in a8 broad
a clagsification as OBE's—twa digits or less.
TFhe wholz process of zeviming the Standard
Clamsification for zgency reports jmplies a
coptempt for the value of Lime sexies anal
ysis. My third recommendation, then—ad-
dressed ot to OBE bat to the Office of Man-
agement znd Budget—ia that ip the fuzre
such changes be eptertained omly for the most
compelling reasons.

Total Faclter Input

A fourth muggestion hsz a persopal
aspect. The Bureau of Labor Statistics and
OBE have been providing financial support
and ststistical ccoperation to the Brockings
Institation for my current growth study,
which ingludes the preparation of an annual

31 do oot mention that the industry clasaifigatipn
caz At best be a claesificztion of establishwenty, Al-
though for wme purpiaes an activity or product
classification wonld be mars appropriate, it is guite
unatieinable.
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series for total factor inpnt that is es con.
sistent, statisticzlly, with OBE's cutpot meas-
ure a8 | can make it. I hope that when it is
completed the two Government agencies joiot-
ly will take over the series, keep it up o date,
and seek to fmprove gpon it I believe it will
prove of value a2 a continuing series, cur-
rently available ¢n an annnal hasis,

Estimating Methodology
A Bfth suggestion is more in the way

of sncouragement than advice, sinee I know

that it is something that OBE wishes to de.
An up-to-date description of the methodolegy
employed in the preperation of the income
and product series is needed. If preparation
of a balletin describing all estimates at once
ia no looger fesasible, consideration could be
given to the occasional ralease of descriptions
of segments of the estimatea.

Costing Environmentsl Programs

A fina] suggestion, which I know is also
under eonsideration, ¢oncerne provision for
a statistical record of the expenditores or
costs that will be incorred wunder new pro-
grams to protect and improve the envirom-
ment. Broadly, this has two aspects, Firat,
the classification of government expenditures,
and perhaps of consumer expenditures as
well, will need revisw. Second, estimstes of
the costs imposed upon business will be
needed. Tt ic Tikely that OBE will be called
upon to participate, probably beavily, jn their
provision.

Quality of Dat=
My last comments maiply concern the
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cqoalkty of data. OBE’s first responsibility
is to provids the most aceurate information
jt can, Eta high reputation in the natienal
incorme field rests heavily and deservadly on
the diligence, parafstence, ingenvity, commaon
sense, and “feel” for data exhibited by its
staff. Thia antt of research reqoires a com.

bination of talents and interests that is rare
and to be tremsured. Users feel, usually vight-
Iy, that however good or bad the besic fafor-
mation may be, OBE analysts will be thor-
aughly familier with the sources and will wes
them to produce the best estimates possible.
Inevitably, there are &rgas about which one
nevertheless wonders whether encugh iz be
ing done, and T cite two examplea.

Direct Labor Parchages

Nao less than 14 percent of gross patianal
expenditure and 17 perceat of natiomal in-
comg (viewed here as enxpenditure for net
nationzl prodact at factor cost) consists of
the direct purchass of labor by genaral gov-
ernment, houscholds, and institutons. This
svm aught to be deflated by prica indices
that are based upon specification pricing,
like those used for deflation of most com-
modities and most other services. Because
they are measurable determinants of the prices
paid for a year's labor of different kinds,
the specifications should refer to hours
worked, sducation of the worker, sex, age or
experience, and possibly other charactarksbics.
At present, deflation is based—separately for
a Hmited number of indostries, or types of
activity—on average annnil compensation of
employess, which amounte to use of unit cost
indices where the unit iz a year of employ-
ment. I think it wonld be possible, at least for
the civilian components, to move ressonably
close to specification pricing, and 1 suggest
that this should be atlempisd. A likely by-
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product of this effort would be fmprovement
of the corrent dollar estirnates.

Consumer Inierest

Interest paid by consumers — estimated

- at $17 billien in 1970, following an sxtra-

ordinary rize—is another series which may
deserve more atlention, ot at least more ex-
planation, by OBE. Here I tefer to classifi-
cation as well as measurement The decismon
vz made jo 1966 to eliminate payments of
interent by consumers from persooal com-
sumption «xpenditores, national prodoct, and
national income and, instead, bo treat them
like government interest. The xise in total
vutput would have beep greater under the
old treatment. The net interest share of the
national mcome would have been very dif-
ferent: $50.3 billion in 1970 instead of the
$33.5 billion now reported. The analogy with
government interest that justified the reclassi-
fication seems to me valid for anly part of can-
sumer interest, the amount correzponding to
the interest that would be paid on loans equal
io total magnitude to consumer debt bur ex-
tended in wholesale amounts and with litile
risk of default or costs of collection: interes:
rates paid by firms extending credit to con-
snmere might provide an appropriate measure
of this figore, Much of consumer inlerest is
reimborsement for the high custs of sxtend-
ing, servicing, and coillecting loans in small
amounts. It is not clear to me why this ingre-
dient should he omitted from persenal con-
sumpiior expenditures, The operating ex-
penses of lile insurence companies seem to
provide & better enalogy than government
intaTest,

Credit extended by sellers asems to raise
special difficulties of maintaining temporal
comparability. It is not clear why personal
consamption expenditures should include the
total price paid for commodities purchased

on credit when no sxplicit service charge is
made but exclude service charges when they
are made sxplicit. Unless there iz some ration-
ple thet eludes me, the repid extemsion of
service charges muost have biased dovmward
the movement of the consumer expenditure
estinates in current prices. (It may have
similarly biased downward the movement of
price indices, leaving the copstant price sx-
penditures unbiased.}) On the strictly statisti.
cal level, I am puzmzled as to the method of
estimating servies charzes imposed by re-
taflers, electric wilitien, and other firms
salling to individuals, and alao as to whether
or not errors in thess estimates tend to be
vifset in the consumption estimatzs, A apecial
Survey article on the reatment and measnre-
ment of consumer intsrest. which might also
provide the occasion for a careful review
of the data, would be very welcome.

Though 1 have concentrated on OBE'a
national income and product estimatea, I can-
not close withont 2 tribote to the staff of the
Survey izelf, especially to thase responsible
for the “5” pages, for their vigilance in
catching revisions, their impeccable attention
to the foatnoting of noncomparzbiljties, and
the indispensable descriptions of series that
bave been provided for roapy years in the
Buszineas Stalistics snpplements to the maga-
k4118
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EDGAR §. DUNN, JR.

The Notional Economic Accounts: A Case Study
of the Evolution Tewoard Integrated Stotisticol . Information Systems '

EEEENERER Thiz paper intends to wiew the
development of the national economie ae-
counts as ons phass In an evolutionary proe-
ess that exhibils a movement toward inte-
grated statislicel informatien systema. The
forty-year history of the mEsrmation pro-
grams of the Office of Business Economics
and its predecessor organizations forms a
valuable case study of this process. It records
the innovative infermation servicea that bave
made a supesh contribution to public and
private mapagement. It alao reveals the anom-
alies that aceompany the application of all
innovative processes. An exsanination of this
experience may enable us Lo anticipste some
of the problems and ptaspects we {ace in
future statistical development.

It is helpful to trace the stages of develop-
ment leading to the pational economic ac-
counts in their present form, There are three
phasss of paxticular interesk. In the first,
statistical systems were largely concerned
with the dsvelopment af economic indicators.
The sacond witnessed the emergence of an
integrated statistical information system in
the form of the national income and product
zecounts, Fhe third applied this emergent
economic zcconnting conespt to the statisticsl
repreaentation of other segments of the eco-
nomic domain. Following a discussion of these
three stages, T wilt snggest that wa are cor-
rently well inta a transition phase that is
leading us beyond the framework of the Hra-
ditional sconomic accounts. I will artienlate
what I take to be the meaning of this ex-

perisnce,

EARLY ECONOMIC ESTIMATES

Prior to the smergence of the economic
socounts concept, data systems generated
simple indicators or messurss that were pri-
warily intended to measure chenges in the
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stocks and flows of those sconomic or social
attributez of interest for management proc-
esses. Thus, governments sought indicators
of changes in fiscal capacity wpon which te
baze tax rates and assessments. Businesses
sought indicatars of external changes in sales

volume to indicate needed adjustments in

production and marketing activities. Schosl
diatricts zought indicatora of population upon
which te base =chool encollment plans.

Theze measucee have served and continue
to serve the understanding and management
of large numbers of both public and private
activities. Every socizl entity that manages
any aspect of human activity makes ase of
auch indicators to aignal internal and extetnal
behavisral changes which reguire a manage
men? adjustment, Extensive histories could be

1 with 1w acknowledge tha intellscinal suppor
amd befpful critivism supplicd by George Josd amd
Davld Hosenblatl. They do pot, howevsr, shace any
rezponsibility Jor the vicwa berein expressed or for
1helr fomm of axpréstinn.

Edzar &§. Dunn, Jr., &5 Sentor Resegroh
Azocigte, Resources for the Fosre, Inc
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wrilten about the development of such meas-
ures and the roles they play.?

The evolution of thess indicators and the
statistical eystem that generated them pro-
ceeded from the eimple to the complex, and

the measures were extended in scope of cov-
.eroge and in frequency and timelinass of

reporting. Measures of single attributes wers
progressivaly aggregabed into more inclusive
or general meszsures. They wers combined
not just through aggregation but throogh the
use af index number techniques, and they
were extensively analyzed thrangh technigues
of time series analyeiz, Actwal msasurement
waz supplemented by sampling techniques
and other methada of estimation that hroad-
ened the scope and reduced the cost of gen-
erating certain types of information. All of
these developioents took place primarily in
response to the need for indicalors to serve
management functions,

This has hesn the longest phase in the
development of statistical information svs
tems. The procedures developed and their
information produwcts continue to play a major
rele in the social process and abserh the bulk
of our statistical resources, They have also
bheen & necessary anbecedent to, and form
essential components of, more integrated sia-
tistical information systerms. Their imopor-
tence remains undiminished and is not bess
ing questionad.

EMERCENCE OF INTEGRATED STATISTICAL
SYSTEMS IN THE FORM OF NIF ACCOUNTS

During an era when mepsgement fune-
tions of government bad to dv primerily with
such things a3 adiusting tax rates and assess-
ments and budgeting expenditures for end
mansging traditional public services, man-
agement rules gnd aimple indicaters, partial
in scope, were sufficient. Growing experience
with problems thet are systemwide in scope
or impact revealed that statistical systems
organized %o generate economic indiczlors
were not adequate to satisfy the new demands.

Governments were faced with the need for
information systems of a kind previowsly re-
airicted largely to private management.

Businesses, for sxample, have long besn
srved by wo kinds of information aystams,
The first gensrates simple indicators (eg.,
rates of production and volume of sales) that
originate both inside and cutside the enter-
prise and serve as simple signals in monitors
ing and adjusting the performance of sah-
systerms. The second generates more inte-
erated sets of information, traditionslly in
the form of acvounts, These are designed to
give empirical content to an image of the
functional relationships that define the total
systern fiself (or sume important set of lotal
system relationskips). They provide an ins
formation base for total system guidance
and managenent.

Governments have traditionally had lim-
ited total system guidance functioms and re-
sponsibilities, and, in our form of goverm-
ment, it is not likely thet they will form the

* Thoss measorss which served ws aniecedenmts of
the economic accounts have besn desoribed in a
higtorizal oarrative by Carton (Carel Stine Cargon,
“The Hisvory af ths Upited States Natjonal Inosms
snd Prodoct Accoupis; The Davelopment of an
Anulrtice] Tool,” Ph, D dies., George Wazhington
Univarsity, 1971). Early estimates of national im-
come cen b2 traced o individuzl investigators as
early as the mid-1600s. From thers the development
can be traced throegh the activitiss of the Natdsnel
Burean of Ecounomin Resctich and the Nabonal
Indusirisl Conferstis Board im the 15204, the Fed-
eral Trade Commimdon, and, fmally, the Department
of Commuerce in tee 1930s Cirsgn Zeseribes this
development as a response o the pew demands for
poblie management information ereated by T
world warz, the Depresdon, and she incrsasing
anpphisticatlon of hoginesy management. She identi-
fiss as sigpificamt sych tequirements as lodicacors
of fiscal eapecity to goide public xalion, war
planning, marker amalysis, the analvsds of corrent
ecomtmin conditions, #llocition goides for Fwdweal
grootan-gid, and the management of puhblic works
and sncial seonciy programes.
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kind of management system charagteristic of
businesses and formsl organizations. But we
hava come to accapt a responeibility for Gav.
ernment in overall economic guidance, in
emergency planning, an€ in taking account
of the impact of large-seale programs. Cons
comitantly, the nead has arissn for something
mors than simple sconomic indicators. The
period of the thirtiss and forties, therefore,
witnessed the emeypance of the netional in-
come and product accommts—the beginning

of 8 socizl accounting analog to business -

aezounting. With this developinvent we crossed
a major threshold im the technique of pen-
erating and using informatian—the ntegrated
statistical informeation =ystem,

Consider, first, what iz meant by an inke- _

grated statistical systern. Stone mggests that
there are four characteristics: {a) a cominon
ueit of measvrement (in the NIA, dollar
value}, {b) a set of consistency erlteria {in
the NIA, total jocome equals total prodoct),
(¢} a structare of compenents which sapports
the snalysis of interrelstionships {ez, con-
sumption as a fonetion of meoome), and (d)
a capability of uzing the system, sometimes
in conjunction with other information, to
project its own level and siructure {(macto-
economic forecasttng models}.®

In general, T zecept this as a valid char-
acterigation. However, impiicit jin thess
characteristics is another I consider to be
centval Lo the concept of the integrsted sta-
Hstical systern. It is of major importance
that the information system be designed o
correspond in a ussful way with a set of
sotinl relationships conceived ar a soctal ays
temy or a behavigral entity. Thie is important
becaunse the concept af *“real world” be
havioral entitiee matched with empivical
representztions (howsver incomplete) in the
torm of inmgrated statistical Information
ayalemsz is, in my view, eazential to an under-
akznding of the evolution of information sys-
tems and of what the study undertaken here
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indicates about the problems and prospects
we face,

Before procesding, it shonld be emphe-
sized that we wre employing modern aysteme
concepts, When we speak of an entity we
presuppase the coherence of a number of
parts {constituent activities) of an argenieed
analytical unit. It is characterized by a ot of
relationships that ia moze than an assemblage;
it is a pattern of relationships which are
thought 10 exhibit a degree of self-regulation
ot to be capable of heing made ccherent
through regulation. As such, these entities
{either the image of “real world” relation-
ships or the constructed statistical representa-
tion) are the consequence of conceptual sb-
straction* The patterned relationships they

"Unpited Nations, Economic aad Secial Council,
Sutisticel Commissicn, An Inesgrated Sysiem of
Demogrophic Manpower and Social Seoristics and
Itz Links ilth the System of Nalionol Econsmic
dAccounis, prepared by Richard Stone (E/CN.E/3900,
May 285, 1970 .

* As Baer points our: “We selact, [rom an Inbmite
number of relatiomhips, . . . 2 set which, because
of coherenpe and pattern and porpose, permits an
interpretation of wheal might cihecnise be 2 mean-
ingless cavaleads of arbltrary evanta, It follows that
the detection of w system in the worlf oaside gor
selves 15 o [roemtal conalroct. 1t is mt] possible o
prive that B sysiein exists, or ia thos apd thus: i
is postifde o xiv aoly tha! ke treatment of a
certain cellmction of [activitien] a3 a arstem v belp-
ful" (Staffard Beer. Decision and Control [New
York: Jobn Wiley, 19658], p. 243%; brackeied mate-
rgl add=d]_ This Ts a fact of major sipnbfisanoe
If we sxsmlne the implications that fow from this
mpect of modern eplsiemelogy, we recopnize that

“the construction of statlstical ontides to ropresent

these sysiem conesple {s an escential aspeot of the
Larger Jlerative, vagoing process of designing, et
iy, and tanslormimg Beharvioral socisl systems and
devcleping zocial problem soloilens, Tt L+ an essen-
tial aspect of the prases of social lenmnlug {eca my
EBoomuntic ord Secief Deselopmenss A4 Process of
Socid Lewrning [Baltimore: Toline Hopkina Prass,
1971]).
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depict are never fully independent or rutono-
mous; hence they may contain related suben-
tities that may themsslves ba systemic in
character or may become relatsd in cupra-
system entitise. Entity concepts and repre-

" sembations are, therefors, often hisrarchical

in character and may alee overlap {is., 4m-
brace common zetivity spaces).’

This entity charactaristic of integrated
statigtical information eystems snabiles e 1o
ilentify the traneition from the Hest to the
sscond evolulionary phasss outlined above.
Economic indicators are rsally nothing more
then sinzle-attvibute measures or assembluges
of measures. The development of the national
income and product accounts represented the
emergsnce (at the bevel of Fedaral statistical
programs) of the integrated statfstical infor-
nratior systan in the sanse indicated heye,

In one sanse, of course, the national ac-
counts are ak assemblage of ecomomie indi-
catore and the GNP iz & rough, gross scalar
of total econemic activity: it is often used ag
a simple indicator. But thers is much mors $a
it. Theme components are essamnbled in such a
way as to permit a rapresentation of some of
the key total system relationships characteris-
tie of a cokeremt, patterned bebavioral sys-
tem known as the U5, sconomy. The pattern
representation emerges not omt of =zimple
aggrepation of component indicators bat ont
of defining amd arrapging them in each a
way as to give empirical substance to the
tlassical imapge of a circular How economy
with balance charactsriztice. It supports the
analysis of stability apd growth. This enhity
character of the pational acecunts over-
shadows in importance the indicator proper-
ties of GNP.

TUE EMERGENCE OF $MIAL AUCCOLUMNTING
YIEWED AS A PARADIGM SHIFT

1 believe that this movement from the
production of statistiesi indicaters to the de-
sign and production of integrated statiatical
entities constitetes a “paradigm chidt,” in the

sanse set forth by Thomas Kuhn in The Strne-
ture af Scientifie Revolntions. Kuhn charac-
terizez the bulk of acientific research in all
fieldr a& *normal science.” This is orderly.
cumulative work that takes place under the
control of a paradigm—a conceptnal frarne-
work or mnifying theory that has amerged out
af earlier scientific practice. For example,
the general equilibrivm theory of the market
seonomy suppliss such a framework for much
of the sogoing wark in the Geld of economies.
As Kubn points out, one of the striking
things about normal science is that it does
not aim at produecing novelties and thay when
it iz zuccesaful in itz own terms it finds none.
It seeks tlw progressive teating and refizemoent
of the paradigm umtil its correspondence with
natare is perfected. Yat this very process
serves to generate novelty. “New and un-
suspected phenomens . . . are repeatedly une
coversd by scientific ressarch, and radical
new theories have again and again been in-
vented by ecientisds . . . . Discovery com-
mences with the awarensss of anomaly, ie,
with recognitian that nature . . . has violated
the . . . expeciatipns that govern normal sel
apce , . . . It closes only when the paradigm
theary has been adjusied so that the anom.
afpus becomes sxpected, and until the new
adjustment is completed—nntil the scientist
has learned to see npatore in 2 different way—
the new fsct i not guite = scientific fzch at
all™ e
In shoert, a paradigm shift emerges.

Scientists have to turn their sttention to the

"In am earlier apd more genernl discossion of
integrated informaton systems (“On Some Apects
of Mudals of Complex Behawloral Swetems” in In-
formaiion and Decisfon Processes, ed. Kobeni E.
Machol [Mew York: McGraw-Hill, 19601F. Daxid
Rosenblatt remognfzes the inportance of the enticy
oomeapL

*Thomas S Kobo, The Siruceers of Sefamiife
Revofuripns (Chicago: University of Chicage Fress,
10641, pp. S2-53.
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formulation of new concepts to guide thefr
work. It ie important to realize thet this is
not just a simple extension of established
theory. It involves s fondsmmental change in
perspective and perception. The old theory
may ot may not remuin valid. If it does, the
dornain of its walidity s now recognired tn
be more restricted, and ite interpretation is
modified by the perspective of the new para-
digm. To illustrate: the generzl equilibriom
theory of the markst economy could mot ace
commaodate the anomalsas experience of 1
employment and inflation znd led to the in.
vention of the macroequilibriom theary of
the “new sconomics.”™ T would like to snggest
that, In the narrative jus? completed, the
emergencs of integrated atatistical informa.
tion syeteras under the comtrol of the social
accounting paradigm emounts to an analogaus
dizplacement. The shife of emphasis from the
measurement of scale and changes in scale to
the construction of integrated statizfical sn-
tities fs a change in kind as well as in degree.

As an aspect of this shift we have ex-
perienced an order of magnituds change in
the information content vielded by the sat
of economie indicators which are shaped into
z representation of the market ecomomy of
the [1.S. by the national income and product
accounts. This representation of the coherent
bhehaviar of a systemic eotity has yiclded
new nnderstandings and new possibilities for
aocial system gaidence. It has mede it apera-
tionally feasible to place some limits on eco-
nomic instability, contributed immeasurahly
to snalysis of business conditions, and facili-
tated nztiona! resource menagement during

warlime emergencies.

DEVELOPMENT OF ECONOMIC ACCOUNTS
AND THE EMERGENCE OF ANOMALY
As Kubn describes it, # ahift in concepts
such as this one is normally followed by a
period of cumulative work in which the con-
capls are reapplied, refined, and extended.
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Wo can withess this procesz at work in the
history of the development of the national
stonomic accounts, We can see it as taking
place in roughly rtwo phases—a period of
reapplication of the zocial account concept to
the constructpen of separate statistical en-
tities, followad by a period of reconsolida-
Eon,

Breading n Variety of Enlities

As indicated, the income and product
accopnts represent the econowmic systemn of
the U.5. a= a coherent behavioral entity, How-
ever, they are restricted in scope te a gystemic
representation of only the goods and services
thronghput of the market sector of the ma-
tionel economy. This representativn has been
enormonsly usefal for the kinds of econcmic
management mentioned above, but there are
other policy and management issies for which
2 statislical entity 5o conceived does not yield
an appropriate set of integrated statistics.

For example, the income and produce

* pecounts depict the value of the transactions

of ren]l goods but not the counterflow of -
nzucial Iransactions, The financier or the
ceniral bank money manager has teoded o
Inok ta a diffevent set of data differently or-
ganized. In the early fifties the development
of the fow of funds eccount ™ was a response
to this need. The resulting statements pravide
information on the extension of bank credit,
the purchase of securities, and other changess
in Bnancial assets and liabilities of the differ-
eot sectors of the sconomy, as well as on the
payment and receipt of intome.

Again, the national income and product
aecounts nek out intermediate transactions in
the interest of generating the aggregate flows
of produet and income. The pattern of re-
lationships defined by their structure has
limited relevance for describing or planning

TScc Board of Gevernor i the Federsl Reserve
System, Flom of Funds in the U5, 1939-1053
{Woshingion, D.C.: U5 Government Pristiog
Office, 3955): Marriz Copeland, A Study of Manay

Flowe in the U5, (Hew Work: Nationa! Pureay of
Economia Resegreh, 1962).
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internal reallocations of resource dows. World
War 11 and its immediate aftermath witnessed
an emergent demend for a different kind of
capability at a time when Leontisf’s work
had provided the conceptual hasis for dephel-
ing a different entity defining interindustry
transactions in the economy {where these
interindustry tramsactions were more directly
focused ypen the structure of production, in
a technalogical sense}. At the same time busk
nezs management began to visualine gses of
euch a statistical construct in business plen-
ning. The result was a set of tables for 1947
congtructed by the Bureau of Labor Statistics
with the suppart of other Government agen-
cies, most notably the Air Force. They repre-
sent a complete praduction sevtor breakdown
of all commodity and service flows hetween
defined indusiries within the Nation and of
the way in which these flows relate to certain
sectors of final demand,

Another example is the case of the bal-
wnce of payments accounts, The Deprassion
spd the conditional success of wartime-
spawned fiseal and maonetary policies {made
possible, in part, by the income and product
aocowits] penerzted a demand for £ more
conprahensive set of balance of payments
aceaunts. The active pursuit of these policies
led to the separation of domestic and inter-
rational liquidity considerations® and gen-
erated vew problems for the managemant of
interpational transactions. There emerged a
demand for a more detailed information sys-
tam to reflect the behavior of this system of
international transactions. The summary bal-
ance of payment aceount in the national in-
come and product accounts was inadeqnite
for thie parpose, as were the historically older
statistical weris

There are three important aspects of
this history. First, it detnonstratss that the

social accounting paradigm is a generic con-
cept capable of application to the statiatical
representation of more than one imege of
syatemic relationships. Second, althcugh each
of these econcmic sccounts represents some
zspects of the bebavier of the tatal economic
system, each is centered upon different as-
pects. Each abetracts from the botal system
a pacticuler pottern of relationships designnd
o serve a particular purpose. {For example,
hehind balonce of payments acoounting lies
the systema imape of the money market; be-
hind input-output accoenting lies the system
image of an nggregate production fanction.)
Each {fulfills the charzcleristics of an inte-
grated stetistical system. Third, the enlity
charscteristic of the integrated statistical in-
formation system forms an inherent limila-
tion. The stetistical system is always cop-
structed e represent 2 specific behaviorel
entity, and its wtility can only with difficulty
be extended to issues more directly related
ta different patterns of behavior. While the
integrating power of the entity concept yields
an amplified information content, that ampli-
fication dozz not extend naturally beyond the
behavioral domain being represented. This
vielde a class of problerss in the production
snd use of statistical information that T shall
characterize as the "entity problem.”

Trend to Second-rder Integration

This breeding of a variety of integrated
statigtical entities has led, in turp, to a trend
towzrd second-order integration.

Integration of the Eoomomic Acromnts

As wa have sesn, sach af the accounting
entities identified above can be viewed as
repreasanting 2 hehavioral subsystam {or com-
ponent entity} of the more inclosive national

*%ee INatlonal Bureaw of Econemilc HBescarch,
Tnput-Outpick Analysis: An Appratzal, Stedies in
lncoma and Wexhh 18 (Frinceton, NJ.: Poncetsn
Univaraity Press, 1955) 5 1.5, Bucesn of the Bodmed,
Review Committes for Baolaiwce af Paymenits Stabis-
liew, The Bolence af Poyieitd Stelfitics of the IF.5.:
A Neplew onéd Approisel (Washingon, DC.: US
Goverument Printing Ofica, 1965).
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economic system, It nat infreqmantly happens,
as a coneequence, that seme problems of eco-
nomic analysis require that information com-
ponents from two eor more of thess dis
tinct zetz of aceounts he related. For example,
in balance of trade prohlems it i sometimes
important to consider exports or imports of
produocts in relation to the total domestic out-
put of the product. This requires the ability
k¢ relote balance of payments itemy to appro-
prists sectoral aceounts in the input-output
accottnts of the income and prodoct acconmts.
Again, one maight wish to examine the impli-
cations of a projection of final demand based
upon the imcome and product accounts for
structural changes reprasentsd by the inter-
industry accounts.

Solntion of thesa and othwr analytical
problams requiring the uss of the separate
acecnnt etructeres in cenpanction with one
another encounters difficulties hecanss thoss
structures were not originally designed with
a view to jointly describing a higher order
hehavieral antity. Although, ae defined, the
behavioral systems they repressnt ars inter-
related, little attention waz given during the
early stages to defining thess relaticnships
and making the corresponding sccters of the
socounts congraent.

It is quite natural that in the evelntion-
ary process such obvious anomalies would
gensrate the demand for second-order inte-
gration—the integration of these sccounts.
Proposals for integration and studies of the
problems involved appeared in the mid-fiftias
and early sixties in the conferences and publi
cations of the National Bureau of Economic
Ressarch.? In the years since then an im-
portant degres of integration has been
achisved. A brief consideration of the prob-
lems of integration is instractive.'?

The kind of integration that heas been
achieved takes its fortn from the accounling
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logic which views input-output az a decopsoli-
dation of the income and product account
{acct. 1), the belante of payments ag a de
cenzolidation of the foreign acoount (apet.
4], and the flow of funds as a deconsolida-
tion of the savings-investment acconnt {acet.
5). Accordingly, integration i achieved al
the level of the summary totals of the income

*Eg. fapar-Ouipot Anolysti: Av Appreisol; The
Nationad Economic Aecounta of che U5, Goneral
Ssrica 64 (Princeton, MJ.: Princaton Eniversity
Presy, 1957 ; ¥Re FlowofFunds Appreack w So-
eiod Acommeing, Studizs in Income smd Weslih 26
{ Primceton, MJ.; Prnccton Uriversity Preas, 1962,

It is important 'a rule o Uwe unpradustive
wavs of thinking abwoor seocond-order ioteprtiom.
First, thers is oo wvalue in contemplating a foll
cros-clasaification of afl the detailed accounting
aectors in thess four sets of aceovats. There i o
advantape, for example, n recording for esch of he
seversl howdred indosivies in the ioput-ousput mateix
Lhe pagtcinted forms- of iosiiintional sreanization In
the flow of funds sad the portioms of their Enaocial
fBaws attribetibls to #ach activity. Quits apart from
formideble practical obstaclez, such cross-tabnlations
would oot oftan gorrespond to o behevioral relation-
ship beliered v ke chazacterintic of Enmctinal apd
eamsal Yinks in the veal world economic eystem.
Ther would not represent p moaninglvl econcmic
entity and would, accordingly, hawe Littde deserip-
thve or anabydical avlivy.

Al the cther extreme, something mors ix coubeim-
plated than providing simphe reconcilietion ables
botwesn the aggrepater. An sxample is an garly iahle
published with the fiow ol funds Accounts which
describes the adjumreents necestary 1o move beyond
the cobcept of coDsumer nonfinancial seurees of
tonde in the How of funds secounts and the per
sonul Jncome coticept in the oalkonal Heons ac-
count [(see Buard of Covcroors of the Fedeml Re-
sarve Svstem, Flow. of Fonds ix the 1.5, 19599--1955
[ 1]

al
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and product accounts and the summary totals
of the auxiliary acoounts,?

This kind of integration has resolved one
form of the entity problem by merging these
separate accounting entities inte & more com-
prehensive economie entity that permits some
of the important Enterrelstionships between
the subentilies to be traced. For example, a
pattern of final demand projected through the
use of the ncome and product aceount struc-
ture can be lested for reasonablencss, stiuc-
tural logic, and internal consistency through
the use of the integrated input-cutpat accoumt,
Tndeed, they may be conceived and applied as
a single composita entity.

Althsugh this achieved integration was
motivated by the spur of certain entity prok-
lems and hzs partially resolved them within
the context of a higher order statistical en-
tity, a number of mportant entity problems
remain. Let me einphasize that | am not criti-
cizing the economic statisticiens wha gen-
erated these accounte—their  achicvements
bave been formidable. It is important to
realize that the entity problem is mhersnt
in the construction of conceplual and statizti-
cal entitiee and cannot be totally resolved by
reinkegration into higher order entities, which
will, in tom, exhibit similar limitationa.

Consider some of the ways in which the
entity problem remains ko plagne us. First,
it §s common for an entily concept which at-
tempts to formulate systemic relationships
between a set of economic variables to ap-
pear in several closely related or alternative
forms. There may be zeveral ways in which
the variables may be meaningfully related to
give a representation to relationskips. In or-
der to construct a stetistical representation,
one of the conceptual patleres has o be
settied vpon. The very process of construeting
a statigtical entity introduces a certain amount
of arbitrariness and rigidity. Saying yes to
one systetn representation amounts o saying
no to the remaining options. This applies to
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hoth levels of detail and the ganeral structure
of the sccounts.

For example, nnder the present stroc-
ture the income and product aceounts consist
principally of newly produced final product
grouped into, four sectors of the economy:
business, personal, government, the rest of
the world {Intsrzector capital hransactions
are plsv shown gonsolidated in a savings and
investioent account.) Ope meaniogful option
that canmot he accommodated by this sta-
tistical entity might be a three-avcount classi-
fication desizned to correspond to the three
fandamental economic functions of pradncing,

consuming, and adding te wealth. Another

llustratiny, is =upplied by the controversy
over the adequacy of the current definition
of the payments deficit in the balance of

peyments account.ld
Again, simply changing the level of de-

tail or aggregation can change in important
ways the relationship ope is able to depict.
Whenever numbers are added, potential for
reprasenting systemic structure s lost. When
one sottles upon a level of detail in consiruct-

D Fpr example, the final demand totals of the
ouwlpnt rows of the inputoniput tehles hare been
mzey consistent with the compoments of CHNP. The
input rows generate viloe-gdded towls that corce-
spond 10 the componaots of natiomal jocome (YIn-
wut-Outpor Stracturs of the U3, Ecomomy, 1963,
Surray of Corren: Business, Moavember 196%). The
balance of payments mccomuts have else been inte-
grated, for 1he moat part, with acot. 4. The fow of
funds accounts remain the responsihility of the
Federal Reserve Board, and fnal inlegration has
not been fully achieved. However, successive re-
vishony Bave hrought them fairly elose 1o this sert
of integration.

PSes U5, Buresu of the Aodget, Review Com-
minee for Balance of Pevments Stabgdes, The Bul
ance of Payments Statistics of the .5,
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ing a statistical entity, one precludes the rep-
resentation of ether elements of relarionship
that may be of considerable interest in al-
ternative conceplual formulations,

Second, with respect to the natiopal eco-
nomic accounls conceived as an intesrated
set, one may wish t¢ represent a set of mela-
tonabips that link components of mare than
one of the statistical subentities but that can-
not be traced through the links provided by
imtegration or ceneclidaticn at the summary
aceount level. For example, one mizhy develop
a concept of a eet af relationships aseful for
analyzing induatrial borrowimg from com-
mercial banks. For such a concept one might
draw upon the relationships already defined
in the flow of funds account but with the ad-
dition of the industry breakdown of the in-
vestment component of the input-output ac-
count. Ay this point one is copfrented wirth
the fact that the two accounts are sectored
in different ways because they were con-
structed o give statisticsl representation to
conceptual entities that de oot match the
entity in the example.

Both forms of the entity problem just
discnssed have in common the fact that the
matching of statistical entities 1s obstructed
by inherent differsnces in the sntity coocepts
that define them. The third form setms quils
different in character but is fundamentelly
siteilar, The interpretation of statistical en-
tities is often obstructed by anomalies as-
sociated with the sources of data used to
construct the accounts. Io constructing such
entities it is common to utilize measures and
indicarors gensrated for other purposes. Much
of the data used to conostruct the oational
economic asccounts sre generaled as a by-
product of the zdministrative practices of
industry and government. Thus, each series
takes its form from the entity characteristics
of the administrative system it iz designed
to serve. Thia practice eften yields a3 mezsure
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that is insdequate 3s a component of a sta-
tistizal entity differently conesived.'®

The problem of integrating the How of
funds accounts with the input-output accounta
directly (rather than through the intermadi-
ary of the summary totals of the incoms and
product accounts) is partly of this patare.
The flow of funds accounts are comstructed
out of company statistics generated by the
business community. This is logical, an the
cornpany is typically the fnancial control
entity. The ipput-cutput accounts ara con-
structed omt of establishment statistics. This,
boo, iv logical, as the astablishment = by pically
the production control emtity. This presents
n¢ instrmowntable problem to sumamary ac-
count integration at the level of the incorme
and product accounts {although it creakes
some tronblesome problems with the industry
detadl of acet. 1}, It s thus sxtremealy dificult
to construct a representation of functional
relationships that may be conceived as links
in flow of funds and input-output account
iransactions. These distinetly different source
enlities provide no baaia for a ready trana-
formation of a sector of ome account inte
unils equoivalent to a similar zector of the
other accoant, even where their attribotes
can be reasonably matched.

This discussion ylelds two important con-
clusione. First, the integration of previously
consiructed integrated statistical aystems into
a higher order statistical entity does =erve to
resolve some of the entity problems that

"plagned the users of the indepsndent sntitles.

It serves to further amplify the information-
generzting capacity of the statistical system,

#*Fartunately, Lhe atiributes of za indicalmr are
often sulficicutly peoneral o seave m variety af ints-
grated stovisticel ontities, Where there zre diffar.
ences, ther may be the resolt of sccidental or in-
consequential dilerences In practice of & kod that
the generating agemcy <an aedify withewl serious
penaliy. Al other limes a bogical way to Lansform
ono aiirlbute Inr 2 celsted one thet will secvc the
constrlietion  oeduiitmnt Letler may be ovady at
band. Much of the work in consiruciing stavistical
enfitiss is thix kiod of mabching.
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Second, second-order integration canmot re-
solve sl of the anomalous entity problems.

Emarging Interest in Social Adocomnts

Another manifsstation of the sver-present
entity problem is the emerging inierest in
“social aceounts.” Increagingly, critics are
suzgesting that we pesd 10 go bhevond the
representatien of economic relationships to
the representation of sachal relationships more
broadly conceivad. This criticism most som-
monly takes the form of recommendations
for exiemding or reapplying vhe treditional
social accounting paradigm.

Ae an illustration, comsider a paper by
Richard Stcne in which he outlines the nature
of an intexrated system of demographic, man-
power, a2nd sacial stalistice and their links
with the system of national economie ge-
counts."! Stone envisicns an integrated sat
of aceounts made up of subsystems or com-
ponent accounts. Examples of his subsystems
are popolaticn {age compositicn, births, sur-
vivale, atc.), migration, secial mobility, learn-
ing activities, sarning activities, family zreap.
ings, health, stc. Thus he explicitly extends
into a breader range of socizl accoonts the
evolved concept of second-order integration.

As before, it is abvious that the motivat-
ing force hehind innovative proposals of this
typa is the desire to resolve some of the entity
problems asgociated with the natiomal eco-
nomic accounts. The established statistical
entities do nol adequately represent seis of
relationshipa to which ather concepts of social
system give prominence. Notice that the pro-
posed solutions amoont 10 adding te existing
statistical entities by appiying the legic of
second-order integration in order to develop
a larger set of fixed, periodically maintained
accounting tableans.

This movement is mill at the stage of
coneceptualizing statistical entities that would

add to the representation of real world sys-
terns of jnterast. The comstruction of such
entities iz barely begun. Still, on the basis
of our expeérience with the second-order in-
tegration of the economic accounts, we can
make several observations about its prospects,
First, the baditional social accounting para-
digm i capable of application to the con-
straction of many additional aseful statistical
entities. Their successfoi application will am-
plify the information yielded by their com-
ponent indicators, Their further integration
with each other and with existing statistical
entities through the generstion of important
relational bridges will add further to their
wtility and will resalve some of the cutstand-
ing entity problems. Second, whatever the
measure of achievement along these lines,
anrcsolved entity problems will he inherent
in the netare of the new constructions. Such
propozals add nothing intringically pew Lo
the technology for dealing with the eatity
problem. -

Bexionul and Urban Swotistical Entities

The history of the pational economic ac-
counts alse resords the presenca of a move-
ment to disaggregate the national economic

secounts joto regional accounts.'® This at-
tempt affords an additionel example of the

“United Naticns, Econemic and Social Sruncil,
Statimiienl Commission, An Tnicgrated System of
Demagraphic Monpower end Sociml Statfrtics and
fis Linfer with the System of Natfonsl Economic
Aceounds. See aliv o shutement of these concems

oriminating with the problems of practining govem-
ment in Chadar L. Scholize, “Goverpments]l and
Fublic Dala Needs™ (Woshington, D.C.: The
Braokings Institutiva, in preparotion}; see alss F.
Thomas Justar. “On the Measurement of Economis
and Secial Pedvrmance” Sk Adnnadd Repart
(New Work: Malionz]l Buresu af Eeomomle Re-
saapch, Seprember 1570).

“This mtvement originated in a growing cades
of reglonal end uchan econpmlsis and was promoisd
by 1hit Coitmitles on Regional Accounts of the Com-
mitlce vm Urban Ecenpmics, (See Werner Z. Hirsch,
ad., Efemenets o) Regional Accounts  [Baltimore:
Jubna Hopkims Press, 19861; Hirsch, Reglonal Ac
coukts for Folicy Decixion: [Balimore: Jobine Hop-
kins Press, 1966); Wemner Hechwald, =d, Desiga
of Ragional Accounrs [Baliisers: Johns Mopkios -
Fresy, 19611.)
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entity problem, with two new twists. Regional
accounts weye initially imtended to bo a ver
giopal disaggregation rather than a subset
aof the national accounts of the kind already
discossed. (The nationak accounts developed
as an integration of differemt bhondles of -
lationships for the same region—ie, the
Mation. Rezional accounts were conceived oo
a representation of the same bundle of re
lavizmships for different regions.) The ration-
ale behind such a move is the fact that
cvanmnic relationships, in trath, tend to be
bondled in two dimensions. First, activities
tend to bundle functionally because each ac.

livity is not squally and indiscriminately e

laied o every other sctivity. They bundle in
syetemnic patterns of relationships that can
be conceived as behavioral entities which we
attempt br represent through the construction
of integrated statistical entities. Because of
the upeven distribution of resources and the
spatial costs associated with economic trans-
fers, \hese functional patterns of activities
also tend to bundle inte geographical clusters.

The attempt to disagzregzate the econoraic
accounts tended to founder because it en-
counlersd restrictive entity problems in two
forms. First, the realization soom developed
that the bundla of relaticnships represented
by the incoane and product and Bow of funds
accounts were heavily influenced by macre-
economic and monetary concepts. However,
the principal iostitutional forms of macro-
econvinic mesagement and zoidance are pa-
tivmal in scope and are not duplicated st the
rezional level. Furthermore, we find that the
trzde end payments transactions with the out-
side world ars only a minor fraction of the
naticnal accounts, For a region, these trans-
actions bevoioe & major part of the total, and
their representation {in gross rather than oet
dimension) forces the rezional accounts te
add the represantation of a hundle of rela-
tionships pot articulated in the national ac-
counts, In short, ths conceptaal entity of the
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national accounts turns out not te be the set
of relationships of chief intevest for regional
analysis. Second, sven if the input-output and
flow of funds accounts had proved to be a
natural bundls of relaticnships for regional
enalysis, their disaggregation runs imto the
diflicalty that some sources of data exhibit
an inappropriate entity character. An im-
portant souree of datz is company stabistics,
some dimensions of which are mot susceptible
to regional disaggregation {e.g., corporate
profits).

In the face of thesze entity problema, at-
teption tuymed to the conversion of the input-
output aceounts bo =n interregional, inler-
industry tableau, In principle, this scems
much more logical. The imput-output tables
are hased upom a more appropriate saurce
entity [the establishment}, and functional
production relaticnships certainly form re-
gional bundles of interest In fact, the dis-
gggrepation of the netivmal inpub-sutput sc
count proves to be no more femsible. It is
widely assumed that this iz bevause data
sources are so inadequate, and thia & frue,
but thers is a more fundemental reason. Heve
we encounter the aggregstion” aspect of the
antily problem slready discussed. The bundle
of production relstionships that forms a sys-
teric whole for the Mation i= charactesistivally
quite different from that bundle of relation-
ships whick forms a systernic whels for a
region or urban system. Consequently, the
sectoral detail thet s apprepriate for a na-
tional Joput-citput account will not often

‘represenit adequately the collection of rels-

Honships appropriate for the region, and vics
versae, 2
Although a regional secounting analog

of the national economic aceounts has proved
unproductive, OBE’s Division of Regional

" An a consequence, regional input-colpnr bay i
pragtice nat beset interiegional inpor-ourpat. Soccase.
ful copstraetions have oot been diseggrepations of
th= naddonal tabls. Rather, they have beeh applica
tiona of the generit incdodustcy modsl 1o & Teglonel
entity, Lw., mtmretgiond] ingut-Sutpdt.
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. Economics ¥ engaged in a uaefnl program

of regionai statistics. It ia signifcant for the
theme of this paper to consider brisfly what
the Division i deing.

First, it &= working jla way in an experi-
mental and pragmatic fashion teward con-
atracting a sot of regional statistical entities
that will serve to describe and analyze re-
gional differentials in general economic be-
haviar. Az now conceived, these entities will
vonsist of disagzregations of the persemal
sector of the income and product account
{persenal inceme and its dispositiun threugh
conswmplion, savings, and taxes) matched
with a mumber of demographic und labor
force variables. This project is mndertaken
wilh the full realization that the variety of
private ez public agents enpamed in marogxe-
ment or policy {fermulation in a vegional con-

text will be conceptually invelved with a

variety of relationship bundles. There is little
chance that the Division coold constroct a
variety of statistical entitiee sufficient to rep-
vesent all of these possibilitics. There iz a
belief, however, that it can conslruct a sel
of oraanized statistical data that will describe
meneral economic relationships which not only
forin a useful representation standing alone
but which alee constitute a common, context-
aetting compenent in the comstruction of 2
varioty of menagement and planuing abstrae-
tions of a more specialized nature.

Second, the Division iz not only con-
Fronted with a different kind of problem in
bundling relationships for stalistical repre-
sentation but is aleo Facad, for the first time,
with the problem of coping with variations
in geographical bundling. It has, therafare, the
unique prablemn of salecting a sat of regionsl
descriptive cabsgories for use in assembling
the statistical reprsssntation of general re-
gional economic behavior.

The Division has available some regional
definitions of general wtility, in the form of
the jurisdictions of general government. It

has gone further and constructed a logical set
of regiona designated as Functionral economic
areazs. These are nodal economic regions
based wpon messurements of cemtrsl place
Functions. It does sod will publish fixed tab-
leans based on such regionzl definitions, zfter
the fashion established for the national ac-
connts. However, thiz breakdown does not
provide for the large number and variety ol
regional descriptive categories that form am
appropriate basis for constructing regional
slatistical entities. For example, the Corps of
Enginsers may wish to use the watershed
concept to define a region for poblie works
planning; each river basin will define a dif-
ferent entity not comprebended by genersl-
purpose regional formats. Analysia associated
with planning a high-speed transportation sya-
ten in the Nostheast Corridor may define a
region in terms of a hydra-hesrded wrban
metropolis. Market planning may sometimes
entompasz a nodal urban region, while in
other cases it may embrace some combina-
tioie of saveral such regions.

So diverse are such entity and statistical
organizetion reguirements that the Division
is playing down the traditional publication of
fixed tableans and i= organizing its program
to provide information services adepiable to
the specinl regional entily requirements of the
user. They accomplish this by sdopting the
county as a basic accounting unit {over 3,000
in the U.5.). Consequently, they are able to
provide statigtical representations efficiently
and ecenomically for any eegional entity that
can be approximated by combining county
units.'¥

These developments are of apeeial in-
tercst in the evolutionary history being re-
porizd here because they represant innovative
movements that go beyond the establishad
peradigm of ecomomic accounting. In the
consiruction of functional atatistical entitiea
the Division s moving beyond relationzhips

T Statistienl cotities ave not cvallable wm 2 county
omit hasis for some conpties but con geperadly be

conglructed for moat waristions of combinativas of
cgunties.
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defined exclusively in terms of economic
transactions and is moving in the direction
of a broader concept of soclal aceounts. In
the constraction of regional statistical ea-
tities the Divisjion is moving beyond the gen-
eration of fixed tableans to the provision of
statistical services a= a service agency. This
is one bit of evidence that a new phase in the
evolution of integrated statistical systems may
be smeroing, I wish to examine the nature and
implications of this emerging phase in the
mmaining sections of this paper.

THE TREND TOWARD A4 MORE GENEEAL
MODEL OF SOMIAL ACCOTUNTING

Thus far the narrative bas focused upon
how the raditicnal concept of social account-
ing developed, on how different aspects of the
entity problem inberent in constructing sta-
tistical entities are the anomalbies generated by
its practice, and on how the usvally conceived
extengions of this practice hold limited prom-
ise for dealing with this problem. Next I wish
to call atention to @ncther importtant aspect
of the history of social accounting and related
social seience activities, Experience is leading
taward further gencralization of the account-
ing mode]. *

Basic to this shift is the realization that
the {mszthematical) malcix form prevides a
fremework for generalized double =ntry ac-
counting and ita ramifications. The utilization
of this form has alreedy taken root in the
nativnal economic scceunts. Intrinsically, it
is the form of the input-output acconats. The
work of Richard Stone, previously cited, gives
evidence of ao explicit tendency to mowe Lo
2 more widespread application of the matrix
form. He reveals that the accounting matrix
can be used to aceount far stocks {or state
descriptions) of human popuolations ard their
flows and transformations in many atteibuls
dimensions, &= well as te account for eco-
romic resource stocks and the income and
praduct Aows they penerate. He also sees dhe
metrix as capable of manipulation t¢ zeoerets
transformation coefficients and is sensitive to
the fact that ndangularity in an empiricsl
matrix is evidence of functional decompor-
ability. The applications he proposzes imply
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that the accounting framework is a more
generic descriptive and analytical one than
it is conventionally vonceived o be.

This thems receivas more explicit treat-
ment in a papsr on statistical sconomics pub-
lished by Rosenblatt. He describes the generiv
power of the balanced matrix and its related
mathsmatical theory end shows how this al-
lowe one to move with ease from a traditional
ascounting formulaticn to a matrix formula-
tion and vice versa. ™ The matrix formulation,
in turn, lo capable of geperating (Hhirough its
associated mathematies) celated transformma-
tion moloces, Markev chain formmuelations,
simulation approaches, ete. It is interesting to
note that the same kind of develepment in ac-
counting concepts is teking place in the more
taditional field of business accounting.®

The significance of this development is
oot readily seen. One needs to appreciate the
fect that the potentisl of the matrix form is
far more than 2o alternative formet for pres-
entation. It makes a major contribubon to
the stalement and resolution of preblems ve-
lated to the structaral tramsformetion and
numerical analysie of ecomomic sccounting

B Unfortunately, ooe cannot bape 1o deml with
this topic adeguately 1n » jaw bricf pages. Tt is worth
an emtmnded artiele of itu own. I am espesially
indabied to David Kesenblatt for nasistance in pre-
paring this sedtion.

BThe fall double enuy logle of baditioon]l ac-
counting cart be sten as & clever meens of closing
tha system in such & way that the teznsactionw de-
tafly are thoowi away and one then deals primeriiy
with 1ks wairiz {balanca sheet) rows and columns

. dehned by the Iogic af clesure {3ce Fichard Maries-

sich, Avcounting and Adralyticel Mathods [Home-
wood, IlLz Richerd D Irwin, 19641: Rosenhluatr,
“On Some Aupects of Models of Complex Behavicral
Symtems™) .
“See  Mattensich, Accoundng and  Amalrricat
xe:hmh, for rafmrenser o eackiar work In this
malh.
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tableans. One of the characieristics of an in-
tearated stalistical information system out-
lined abave s the capability of using the
system bo project its own lavel and strocturs,
It is precisaly thess sspects of structural znd
numetical analysis thet the matrix form fa.
cilitates baconse it organizes the data in a
way compatible with ail of the analytical
power and compuiational modes of matrix
algebra. For example, the matrix formulation
ol inpat-cutput accounts makes avideat the
nsture, utility, and sconomy of matrix in-
versipn procedures in the protection of trans.
actinn Lubleans in the form of the apsn Laon-
vief model {(we distinguish here hetween the
symbolic: and e numerical analysis ulilities
ol & mairix inverse). ‘The matrix representa-
tion can take g dynamic or static ferm de-
pendine on how cne defines the analyrical

-entity. This opens up the possibility of vreat.

ing o theorotical but wsefnl eystem dynamice
based upon Markov chain formulations, simu-
lation techniques, erc®'—g dynamics which
may be traced back to the stalionary procass
of the classical tablean econcmique.

Beyond facilitating nurerical analysis
in the technical senss, there are many prob-
lems of statistical adjustmend that are most
concisely and effectively treated in matrix
form; er., in the testing of the levels of az-
gregalion appropriate to certaio sysiem yep-
esentations.*® It makes cleer the conseqaence
from both an acceunting and a modeling
poiat of view of adding or removing rews
and celumns in an input-output or multisector
model. The use of transformation tablez in
entity matching (to be discussed below) de-
pends upon matrix formulaiion. Indeed, the
most efficient modes of largescale cormputa-
tion wsing modern computers require a funda-
mental understanding of the role of matrix
theory in numerical analysis. Perhaps moat
important conceptuelly, matrix theory pro-
vides us with impartant elements of both the
tozic and the mathematics of the structure

and trarslovmation of systems and exhibits
important comnections with petwork and
graph theories which have already been
applied to certain structural problems in
resonrce accounbing?? In short, it appests
that there is emerging a more genaralized
concept of social accounting and a more gen-
eralized operational technology for intagrated
information systems. This constitrtes an im-
portant development in the svolutionary
process being nerrabsd,

A SECOND PARADIGM SHIFT

In an sarlier sechion of thiz paper the
emergence of the traditional accial accounting
cancept was viewed as a paradigm shift in
the sense employed by Kuhn, I aow sazgest
that » accond peradigm shift may be emerg-
ing. It is not fully formed, and we are not
vet fully sensitive to the possibility. There
ure early warning signals mantfest jn the
anomalies that taks the form of the generic
entity preblem and the trend boward more gen-
eral concepts of social accounting. Before we
consider the nature of the emerging shift, it
is worth empkasizing that the entity problem
which lies at its root s becoming further in-
tensified by a historical shift taking place in
the nature of mformation reguirements,

The Entity Problem Is Increasing

We can understand the nature of this
change if we use Kohn's distinction hetweesn

" O, indeed, 1he shift-share modal 5o succcsstally
emplayed by ithe Division of Regiongl Economiea of
OBE {scc OBE's Groweh Priterns in Employment
by Connty [Wachinglon, DLC.: US. Governnwnt
Pronling Oice, 1965); alse Lowell I Ashby, Re-
Fiome! Charged ic a Neioma! Seeting, OBE Siaf
Paper in Ecomppics and Sizbistics Noo 7, 19640,
Furtharmorn, the malrix mechanics makes it poassible
to imaging new ways of ptilizing the basic account-
ing tahleonws by exploring the difedng siroctures of
alf vhe solutions of 2 eysiem of this kimd,

® For example, the significance for ecomomic cal
colation, in many senses, of the misngulsr orgmni.
zation of monzere entriet in an inpul-euiput mairia
Is made evident by matdx theary.

¥ Sct the paper by A. Charprer, W. W. Cooper,
and Y. Ljird, “Breakeven Budgering and Progeam.
ming lor Grals” fowrne! of Acvouséing Rereorch
1 13963 :16-45.
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normal sclence and the paradigm shift to
pake an important digtinction in the activities
characteristic of srganizations and social ays-
tems.® Corresponding to the norymal work of
scienca (the orderly cumulative wark ad.
dressed to Alling cut the implications of the
paradizm a5 a conteolling concspt) is rhe
normal getivity of sociel organizations (the
© day-to-day activiies easential to folfitling as-
tablished orzanizational objectives}. Every
social orzanization is functionally defined by
o boundary compozed of explieit and implicit
rroale and objectives (whether it ix sngaged in
manufacturing refrigeratorz for profiz or man-
aging the Nation’s monsy supply in the in-
tarest of ecompmic stebility). The work in
organizetions corresponding to Kobn's normal
sgience wa call managament. It consigts of
the routine rezponges o envirenmental change
pecessary (0 maintain 2 mix and level of
zotivities eonsistent with orgpanizational ob-
jectives.

The imformalion which serves this fune-
tion is essentislly of two types: simple mdi-
cators that moniter environmental change and
crganizational response and an integrated
stabistical systema that corresponds closely
enpugh ko the major relationships in taral
syatem behavior to permit some aspects of
evaluation and guidance. We bave been dis-
casging the evolution of these information
systema.

But organirations and social systems fre
quently enconnter problems not adequately
resolved within the context of existing ob.
jectivee and behavioral capabiliies. Their
solution requires the system to develop 4
different behevioral copecify and sven to res
formulate the comespt of the miseion which
orpanizes its behavior. Such changes in goals
and objectives inevitahly imply changes in
the bundls of relabionships conceived to define
a social hehavioral entity. Conzequently, =
traditional set of acconnts desipned o serve
the managemsnt of an sstablished hehaviaral
entity can rarely represent adequately the
oovel bundle of relationships that define a
developmental entity. Thns, developmental
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problemsolving encouniers the peed for ine
tegrated stadistical eatities wot comprehended
in existing fortnats, Revent social histary sug-
gests that increasingly the major problems
confronting bath public and privare policy
are developmental rather than managerial in
form. Intsgrated statistical systems, as they
have avolved w date, are designed primarily
v serve management fanctions. Attempts o
utilize these tols in the service of develop-
mental problemeolving encounter the entity
problem more and more frequendy, bst in
a novel and demanding context.®®

The Nature of the Emerging Shift

An integrated statistical information eys-

tern that can serve these emerging require-
ments must axhibit two capabilities not em-
braced by the traditional comcept of secial
accounting, First, the system should be saffi-
ciently flexible to deal adeguately with the
entity problem. The fundamental problem
confronting the user of statistics is that of
fitting together data from diverse sources in

“Tha fmpirtance of viewing the organiznidon of
sgcipl behavior and dis change over time jo this
mazner has been ireated at lenzth by ms in =nather
publication (Ecenomic snd Jocic! Depelopment: A
Process of Secipl Leorring).

® The mader shonld be warned that T avs making
a coreful distioction. here between development spd
gravih—two rerms commonly used interchangmably
and asabiguonsly in the ecopomics literatpys, By
growth T mean changes i the Jevel or scala of 2
systems sotivity, By development I mean chunges in
behavior ax in the ocganized bundles of ralationghips
that define the system. | should not be imterpreted
te imply that the nationzl economic socounts do oot
provide o very wschul gross Jndicetor of growth and
1 a_u:rmawlm leas weeful entity for srsiytin and
limited msuagement of growih a3 2 change in acale
of the system defined. Howaver, they certainly hoes
littls, if any, capacity for representiang the changes
in the bundie of ralationships that attesd syghem
develapment. See ibid, pp, B-10, for a more com-
plete explanation.
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such a way that they usefully represent sociel
and hebavioral sntities differsnt from thoss
alrsady repressnted hy existing clatisticsl
enlities. A management probiem may requirs
consirocting a statistical eccount that reBects
the behavior of an eatablished system, pro.
vided that standsrd statistical services do
not already consirmet such tableaus in appro.
priate form. A davelopmental problem may
require the construction of a statistical entity
that will represent not an existing real world
systam bul 2 potential real world system (in
a systems planning or policy formulation
sensa), conceived to offer passibilitie fer
appropriately altered behavior.

Central to the new paradizm is the con-
vapt al a stalistical information aystem with
the capacity {or previding consistent em-
pirical eontent for a changing range of entity
concepte ac a “job shop” serviee®™ Such a
capability is eszentinl to meet eficiently and
feasibly the novel analytical and developmen-
tal reguirements of all levels of government,
of epeciclized resource management organiza-
tons, and of academic research. It requires
the capability {through the use of master
samples, matrix bechniques, ete.} not only
of preducing dats to fill oot the requirements
of experimental entities, bt also of generating
the transformation tebles and reconeiliation
measures essential to articulating all of the
relationshipa repressnted into a consistent,
integrated system. It also requires the capacity
for assisting the user to ses the problem of
develaping an adequate statistical entity in
terms of a series of design options, which
might inclede daveloping a new statistical
seTies, transforming or reconciling established
statistical series, mdifying in some way the
concept of the desired statisdcal entity, or
some combination of these aptiona.®

Az an example of the meaning of design
options, consider one of the difficelt entity
pioblems involved in the rend o second-
order integration of the nationzl ecanomic
accounis: the fact thar some data are gen-
erated on & company basis snd zome on an
eatablishment basis. It was painted out in the

discussion above that this suits well the con.
struction of the flow of funds and the input.
sutput acconnts, respectively, but that it
creatms mejor obstacles to their second-order
integration.

There may ba three possible ways of
circumventing this problsm. One might re.
quire the compenies to produce the same
attributes on a company haais se ars com-
monly repartsd for establishmentzs. This
would permit Lnking relationships to be
established.?® A second possibility s that
ar, inteprated statistical servicing agemcy
might use a cerefully designed and main-
tained master sample to geoerate & cross-
tabulation of some of the company attribubes
on some of the estsblishment attributes. This
could then be vsed 23 a transformmation table
in traneducing a statistical entity based wpon

“This tsom implies the serviciog capecite far
represeating & varksty of bundles of relationships
jor Lbo same geographical entity as well as o varicly
of =copraphicel entities for tha same bendls of
relatisnshipe. {We see that the Diviskm of Keglonal
Economica is alreagy preparing 1o do the laer in
o limiced way.}

i ibeir recemt papor Roscnblan, Glaser, and
Wood epeak of “the principla of development of
rmgolar ransfermations between akermative systems
o clacsification snd aggregation based upon mathe-
maticel and stavistical anelymis of empirical wmate-
ridle deawn from 2 geries of wel) Jesigned sample
‘matching” and ‘linkage' siwdies™ {David Rosenblaxt,
Exre laser, and Mapshall K. Wood, *Prineiples of
Design and Appraiszl of Staristlcal Information
Systams,™ Tha Americar Statirtisfien 3 [1900] :14-
15}. They articultle imporiaot chacacieristles of the
emerging paradign of (he Intsgrated stalistlea] sye-
temn and pofnt oul pewersl implications for fuether
development. T have drdwin hearily apon ineights
peovided by this effort. Unlvriosately, the ectoomy
of lamgnage exaployed in that prper will preweint
many readers [Tom wpprecialing its  faramsching
implicatfons #and the fokdsmental bt in coooapts
of the kied belng discussmd here which 3t proposss

® Orcutt bee discuessd Lhe fact that the statistics]
tyzlem may teed te do mere of i kind of thing
in tha fature if wa aze 1o develop an adequals sta-
tistical informatiem system (ses Guy H. COrenit
“Intn, Resewroh and Govemment" . fweotees
Econemic Rewiere 60 {1970]:132-70).
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company abributes into an adequate match-
ing velationship with one based upon estab-
lihment atributes. It may be that an alterna-
tive to integrating these two accounting en-
fities can be found by genersting a third
accounting entity. In principle, thers is no
reason why an input-output account conld
not be generated ohilizing purchasez and sales
on 2 company bamia. In doirg cc one would
have Lo pive up the productien function con-
cept of the input-output account and settle
for a different level of organirational detail
and attyibutive characksr. It may very well
be, kowaver, that the integration of the Aow
of funde account with such an alternative
inpuk-output reprnsentuﬁnn may serve (o rep-
reacnt the desired modified bundle of relation-
ships az well or even hetter from an empirical
standpoint.

It may be that all or some of these de-
gign aptions are not practicsble in this case.
I am merely attempting to make the organi-
zational issne more concrete through illustra.
tive example. But the essential point iz that
what may be an unattainable design alterna-
tive at the ievel of an Ofce of Baosiness Eco-
nomics, given its resources amd traditional
sotial accounting mission, mzay be realistic at
the level of an overarching integrated sta-
tistical service system which can justify this
oeed by demonstrating that it is one held in
common with other statistical entities, which
can provide established technigues for mak-
ing soch design slternatives feastble, and
which can view the design altsrnatives avail-
able for euch lack of statisticsl construaction
in terms of the higher order design of a
technology and organizational ecapaeity for
servicing the reqnirements of a changing
variety of stztistical enotities. This suggestion
alzo makes plain that the development of
such 2o jntegrated statistical servicing system
will do mnore than facilitate the constraction
of mew statistical entities mot conceived as
convenlionsl accounting tableavs. It may also
be sassential in facilitating the solution of
that part of the entity problam which vannot
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be handled throngh the extension and second-
crder  integration of conventional social
ACCOHALES,

This couches the problem of statistical
design in diffarent terme. It reprecentz a fun-
damental shift in parspective. In the tradi-
bHonal social accounting concept ome thinks
in terms of the design and production of a
statietical product—the conventienal account-
ing entity. The design options that cam be
considered under auch a concept are typicslly
constrained by the tendeney or presumed re-
quirement for settling wpon a “best™ splion
and by the fact that the construction is gen-
erally presumed to rely uwpon the assembly
of exmling data resources—with such varia-
tions and adjustrnents as are readily possible
for & secondary statistical agency. The para-
dizm that emerges iz not 50 much concerned
with the production design of z statistical
product as with the design and operation of
a statisticzl prodoction process. The design
problem i viewed a3 one of establishing gen-
eral principies and techniques of construction
and transformation of a variety of integrated
stztistical entities—the design of an integrated
astatistical servicing system capable of widen-
ing the design options available for the cen-
stroction of each statistical enbity, This iz a
very difficult thing to do. Some of the kch-
niques are implicit in the adjostment tech-
niques ofter smployed in the construction of
traditionsl accounts and are susceptible ko
Farther ganeralization in their application to a
wider range of constimnction efforts. New tech-
nologies will nesd b be develaped as well.
These are aspects of statistical techoology
that have received comparatively little formnal
traatpyant 2¥

* indeed, central to 1the design «f an intograved
statistice] serwiving srstam of the kind discosaed ave
the highlighting, formaiizing, snd extending thmugh
technologica]l immovation of just those arpecty of the
constructiom of social scoounis that have beretofore
constituied the somswhai cecalt aris employed by
the stztstivian to A0 in the deslgn of exch accoumt.
That which & commonly thought to be subsidinry
and least systematic v the constroction of a soclal
wectunt wetds 16 bo made cooteal to (and formally

syaramatio o) the desigh of a4 integrated siadstent
BETTiCINIE Xystetn,
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Thiz bringe us logically to the second
capability of the new paradigm that is not
embraced in the traditional concept of social
accounting. Here emphasis shifts to matrix
representation ae an allernative accounting
formar and to the way in which this format
makes poesible the dirset vrilizetion in inte.
gratedl statietieal information systems of the
powerfol formal developments in “mathe
matical accounting™ {which wrm we Lake to
stbsume the application of plzebraic, rela-
tional, end pgraph &nd network theories to
problems of micro and macronccounting).
The signifieance of this emerging development
haz already. been discusced.

The new paradigm hax two notewerthy
aspects to ite natere. First, this developing
technofogy holde the promize of greatly en-
hanciog the fourth characteristic of an inte-
grated stetistical system identified early o
this paper, i.e., the capability of using the
sysbern to project its own level znd strocture,
Wa earlier discussed, for example, the power
of the corputational modes of matrix algebra
1o facilitate the quoantitative analysis of the
sicpcters as wall as the dynamics of siatistical
entities. Emhedding thess capabilities in the
hasie design of an integratad statistical service
spstem can make a gregt contributicn 1o gen-
erating useful statistical entities.™ Second, a
more generalized concept of social accounting
that embraces the associated mathsmatical
modes is essential in the design of an inte-
grated statistical service systom. The trans
formation technigques and the resolution
of variows approaches to aggregation
problems so eseantial ta the fexible con-
struction and matching of statistical en-
tities is dependent upon this technology. In
commenting upon his articles, cited earlier,
Bosenblait has further emphasized to me
that the future development of the design
and copstruction of such a statistical system
is highly dependent upor innovative applicas
tions of developments in the domain desig.
nated as “mathematical accounting.”

In sum, the emerging paradigm of an
intezrated statistical informatfon service ays
tem implies a capacity for Hexible and effi-
cient cansiruction and matehing of statistical
entities in a choice of rraditionsl acconntiog
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and metriz formats serviced by a vaciety of
techniques for analyzing the structure and
dynamics of such easlities. The .conception
providas that each construction alizrnative
can bs providsd (or serviced in its consbroc-
tion} by tha statistical information aystem.

Three Inndequaie Solutions

In the face of the sarions entity problems
inherent in the raditional social sccounting
paradigm, there have emerged several images
of the nature of the solution. I would main-
1ain that thay are inadequate or incomplete
as pressntly formulated and that their con-
structive elements are subaumed in the para-
digm this paper has attemptad to portray.

First, thers is the solution of the ex-
tended tableay. When entity problems are
encountersd, statisticians operating out of a
framework of conventiopal social acconntiog
concapts are inclined to see aolubons in terms
of the modification of conventional statiatical
entitiss, their second-order integration, the
reapplication of the concept to praduce addi-
ticnal tehleaus, or some combination of these
methods. What Stone and Juster are pro-
posing can certainly be interpreted in this
way, Earlier discussions have already made
two things adequately clear: that such adjuat-
ments de make a comiribntion te the seluticn
of some entity problems bt that these adapta-
ticns do not really get at the root of the
entity problem and that the successful ex-
temsion of traditional acrounting practice will
itgell” require the support of an integrated
statistical information servicing system. (Ome
of the reasons why traditione]l economic ace
counding tableaus have presented so many
stubhorn entity problsms may well be the
fact that, in their constraction, they bave oot
had available the supperting presence of an
integrated statistical servicing system.)

T A point emphasized at greater fength in my
report 1> the Boreaw of the Bodpets o Beofic of
Froposals for a Nationo! Doig Certer, Offics of
Sigtictical Swndards Sodsicdd Evaluation Beport

& (Washington, D.C.: U5, Burtaw of the Bodger,
1965},
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The second inadequate solution iz the
technological one. In the mindzs of many
people the zolution to the entity problem is
to build a gigantic national data bank into
which all the numbers stacked away in the
back rooms could be filed, along with new
numbers as fast as they are generated. It 15
assumed that we could then obilize the great
technological capabilities of the computer to
associate inslzntansously any nurher ar dals
sut wilh any other number cr data sat to
fashion any kind of statistical emtily. 1 have
characterized this elsewhere as the naive dats
bank concept.” It simply cannot do the job.
This technologiczl systam provides [ittle more
then storage, retrieval, sand computational
capacity, It canmot rstrisve data that do not
exist and it cobtaine ne procedares for pro-
viding spacialpurpose data when required.
It offars the technolegical capacity to arrange
datz in different tableaus Haxibly but offers
no assursnce that they match well snough to
depict a meaningful bundle of relationships.
Such organizationsl capabilities are not in-
berent in the technological design of the in-
formation handling and computational capa-
bilities of the computer. They have to be
supplisd by ths new design paradigm and
the institutional structure that can give it
effect. At the zame time, there wonld e na
hope at all for the kind of integrated statisti-
cal information service implied in that para-
digm if such a system could ool exploit the
new computer technology.

A third reaction to the anomalies of the
traditional paradigm i a retreat to parbial,
ad hoc solutions. Some sxpress disbelief that
sither the traditional eccounting paradigm
or the new paradigm offer hope for develop-
ing experimental statistical entitiss through
the establishment of a nationa! integrated sta-
tistical servicing systerm. They would recoru-
mend that wniversitiss and ressarch imstitutes
bs funded to develop special-purpose statisti-
cal data and ko construct experimental stgtis-
tical emtitims, This in what I undemstand the
visw of Oreubt to be.

0th ANNIVERSARY ISSUE

Froponents of the new paradigm would
claim that these partisl zolotions cannot be
made 20 work effectively without access 1o
the broader integrated statistical servicing
capability implied in the design paradigm.
At some peint the construction of experi-
mental statistical entitiee will reqoire access
to soma gombination of matehing, desizn,
data, and computing sarvices of a kind that
privste, partial systems would ordinarily fnd
it difbeult, if not impossible. te organizs,
The paradigm shift will inevitehly require a
substantial shift in the organization of the
statistical systems necessary ta give it effect.
It will certainly require some form of func-
tional centralization of statistical contesl and
coordination. It will require fnaocial and
intellectual resources on a seale that only
centralized coordination of essential resources
will make possible. Something like the focal
ingtitutionzl pesition and rescarces of the
Federal Government will be necessary to
do the job. *

Ors thing is clear: we will need the
cenributions and cxiticisns of the unpiversi-
ties end reseavch institutes in developing the
new paradizgm, for it 3= inténded to serve
their analytical smd ressarch needs as well
ag thows of Industyy, commeree, and govern-
ment at all levels. Just as it subsumes the
teaditional socizl stcounting paradigm, it can
alsa embrace the- notion of partial, private
statistical systems. Indeed, I would imagine
that it might work cut best in practice it
many activities were carried out in research
inatitutes and policy planning agencies not
institutionally a patt of a national integrated
statistical information service center, Cnce

“See e, and “The Infpomative Thility and the
Maotiomal Do Bank™™ in The Informotion [ufiy

and Soeinf Chofee, ed. Herold Sackmon apd Morman
Nio {Montvals, NJ.: AFIPS Prese, 1070).
#4Data, Research and Government.”
= This need mot rube vut the prasibility of a pab-
lie-private consortium suppocted by povernmenis,
businesses, oniversilies, and research instmies, In

fact, auch an altermglive to w nationsl Goverament
aystem might hove much o recopmend it
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again, however, it would be the existence of
such a statistical system design and such a
gervicing agency that would give wtility
these efforts. It is the existence of soch a
capabilicy that would cpen the daor o a
viwiely of useful decentralized sratistical sys-
lema i direct association with management,
veaearch, and planning processsz threughout
anpciely.™

Mastndes 10 Development

Al this juncture one might ask: realistic-
ally, is it possible lo establish such an ex-
panded capability? There ia only ome way
to find oal, and that iz to try. I hold a con-
ditional faith that it can be dope and a
conditional conviction that it must be done
# the social process is ever to bring the
developmental process under the kind of
guidance that can both serve and illuminate
human purposes. lo a peticd of accelerating
technological and cultural change and maes-

sive internaticnal conflict, the development of .

such aids te evaloating and modeling both
public and private options might in lLime
spell the diffsxence between a viable and »
nonviable socigl process, These are potential
payoffs of great consequence.

Al the sanse bime we can recognize the
numercas ahstacles that exist. The most seri-
ous of thess, jn line with the thesiz of this
article, ie the fact that most social science
profeseiohuls, maost Government etatisticiana,
ond most public and private managers are
-atill attached ko some version of a more lim-
iled paradigm. There is widespread sensitivily
to the snomalies aseociated with the tradi-
tional eoncepis and procedures and a great
deal af restiveness is apparent, but a wide-
spread shift in concept and orientation of
the kind outlined here iz not yet manifest.
Some such shift in the “world view™ of the

“statistical establishment™ is essentinl before
much progress can be made.

Another set of obatacles haz to do with
serious discrepancies betwesn private and o
cial payoffz. By and large, the members of the
socizl science professions are provided linde
incentive to work In this domain of applied
work. Juster points a sharp finger at this
probtem.® The conscienticus Government
saristician is similarly plagued. The budget-
ing and program review process is conirived
in such a way that a statistical administrator
wha proposes an innovation in missien or
procedure thereby yuns a big 7isk of jeopar-
dizing support for his established mission.
Similarly, the palitician in the legislative and
gdministrative process who might be able to
do something about this rens sebstantial po-
titical risks and snsteins limited political gains
if be invests much enerzy in a sot of problems
s0 devoid of a corrent political constitwency
and so beset with techoological somplexity,
even where future social hepefits may be guite
substantial.

The disjoinded character of privete and
sovial rewards can only be deall with if the
new paradizm comes to pain a promioent
place in the thinking of the steristical pro-
ducers and users, Befozre we can proceed that
far, the new paradigm must be more thor-
oughly doveloped and articulated. Cectainly
the image developed here and in the acticles
cited is emhrycnic, from an operational point
of view. It iz essential that kigh-level pro-
fessionzl attention be given 1o developrmental
and design research pertaining te this form
of integrated statistical service informnation
system. The importance of this next stage of
statisrical development is so great that it
deserves a far greater commitment than it
has received from all segments of our seciety
which depend wpon relevant information for

rational acton.

" The beginnings of such @ concept {But wikhout
afequaie articolotion) wers embolizd in my repen
e b Barsan of e Bindgen,

*F 1emas Joser, “Microdam, Eeonomis . Re-
search, nad the Prodocton ¢f Economic Knowledgs,™
American Fooromic RKewswm 60 (19700 :148=45,
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4 Model-Builder’s View of the National Income decounts

I Birihdays are no time for
refroapedtion, at least mot xt the age of Gifty.
Too muach sl lies ahead, and the rate of
progress of economic sclence reported in the
Surzey is still accelerating. So without un.
neceasary plandits for the past, let me sdvance
some suggestions for Damre possibilivies in
the main work of OBE, the natloral incoins
arconnts,

Tke national income accounts have be.
come the central statistical construct for meas.
uring the dimensions of the American econ.
omy: they provide sn iniernally consistent
and theorstically explicable set of measnres;
they are also able to assimilate information
from most of the bagic information sources
that we have for the ecopomy. Through the
pracedures of nationsl jncome accomnting,
the initially incommensorate dats from retail
sales reporis, consiroction reports, wage and
employment statistica, financia] reporta of cor-
porations, c¢ensnses of governments and the
Federal budget, forelgn trade statistics, and
numerous other sources are converted into a
set of figures which measure the economy
itself, Today, thers are pther coberent etatis-
tical systams which portray the economy: the
flow of funds ctatistics, the mput-ontput ma-
irices, and the production imdices as well.
Bat nore seriously rival the national income
aceounts in their ability to combine data
from different sources,

It & small wonder that sconometric
models are organized in terme of the ocon-
cepls of the natione]l income accounts, The
models reqeire that identities add up, thae
thare be room for total spanding and totat
ircome, and that the behavioral assumplions
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af theory abont howscholds, businesges, and
governments be expressed as workable macro.
eccnomic ralstionships. As a model-builder,
I therefors have a particular interest in the
further dsvelopment of the natioma] ipcome
accounts, In this spirit, let me suggest a few
possible paths of development.

EXFLANATION OF ESTIMATING METHODS

The user of the pational income zecounts
wonld hecome more sophisticsted if the ac
counts chowed more explicitly how the major
data sources are processed. To be sure, the
data eptering the preliminary estiinaltes s
more fragmentary, and some are simply from
different sources than the benchmark date
which ultimately establish the revised quer-
terly valuzs. Nonetheless, the present lack of
petiodic information on the steps that take
the national income statistician fromm his raw
data |[which, when they rzach him, have al-
ready been highly processed by the originat.
ing agencies) o his finished nationsl income
account leads to some misinterpretation and
a lack of appraciation of the actual informa-
tion contained. The innocent ussr may not
link the Census Bureau retail sales data to
the consutnption estimates, not mey he ander-
stand the variouws rcles played by the eatab-
lishment payroll data. A few tables could be
added to the regnlarly poblished scconnts
that show the basic estimation process. Now
tkat monthly national income atconnts are
in the offing, the case for zpelling oqt more

to Eckstein @ Professor of Eeconomics,
Harvard Unizersity.
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precisaly how to go Erom the dita to the
accoints becomes even atronger. The monthly
GNF data will show erratic movements,
Ussrs will hava to he taught to acoept the
resiities of the rabdom coimpénent in eco-
nomic time sorivs and of measurement evror.
it would he far more desirable to show the
ervatic pattern of the undarlying data in the
monthly sccounts than to present them in a
sinaother, and hence tmore judgimental, forin.

COMPUTERIZATION

I would argue for a generally more
mechanistic appreach to the production of
the national income accounts, Feter Jones
ant ¥ have recently devefoped a very simple
econometric model which crodaly aimulates
the procedures hy which OBE convexts the
basic monthly date inte the quarterly pre-
liminary GNP estimates. This experience per-
suades us that the basic resnlts can be oh-
tained without relying on a large proportien
of humen judgment. Thers mzy even be a
case for substantially cempoterizing the ¢on-
stcuction of the national income accouol esti.
mates, subject, of course, 10 cayeful Aonoal
revision,

OFTIMAL SETS OF INDICATIHRSE

Within the vastnesa of the Bepartment
vf Commerce there haz heew ample room for
both the national incemse acootumks reported
fully in the Swrvey of Current Business and

the leading indicator spitem embodied in
Business Cycle Developmanis. In recent years
there has heen some mutual recognition:
BCD pow summsrives the aceounts, apd, of
course, SCE bas always listed a good many.
of the indicators. Indeed, the chart matarial
near the beginning of each issus s begin-
ning to look auspicionsly like BCD. But in-
tellectually and conceptually the two ap-
proaches have really remained on separste
tracks, and to the mutual disadvantage of
both. The national inecotne accounts are
dominated by coinciden? imdicators, which
contain much information about the current
developments of the economy but frequently
do not pive much ¢lus o what is just ahead.
The leading indicators emphasize the sco-
nomic process but have po consistency or
adding-up propertias to make them snitable
for modelbuilding, or indeed for any other
sophigticated form of theoretical interpreta-
Hon.

Can the two approaches he melded?
There sre some possibilities: smppose we take
each category of final demand and identify
the particular lesding indicators which best
forecast it. The result woald nat be all that
different from the clessifications that aye al-
ready found in BCH. Bot if formal econsmet-
ric approaches were applied to the problem
in order to identify the optimal set of indica-
tors for each component, the natisnal incoms
accounts would become more ussful ax a cloe
to the future, and the leading indicarors
would begin ko add up. Every experisnced
forecaster 1 know engagez in a process that
crudaly spproximates this procadure in any
event. Why not have the process embodied in
the Federal statistical system?

The usars of statisties are inmsabighble.
Whatever new material the Servey of Cur-
rent Businesa will incluede in the pext fifty
yaars, we can be certain that it will ouly whet
our appstite for more. But then, isa% that
how we have come so far?
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I The national incomse and prod-
pct scconnts reported in the Swurvey of Cor.
reitt Business bave doubtless heen among the
major cootributions of this century to eco-
nomic knowledge. Wedded to the great in.
novilions in macroeconomic theary dating te
the nineteen thirties, the centribution of the
accounts themaelves has perhaps at times been
underestimated. We al] know the pitfalls of
measuerement withont theory, but we may ce-
casionally forget the sirength and life that
theory must draw from measurement. A gen-
eration of economists and practitioners has
beeti able to nse the thegraticsl constructs of
inceme, outpnt, investment, consumption, and
governnent expendiinres for geods and serv.
jceas together with zll the fine derail and
soundly meshed interrelations of rthe setnal
numbers of our remarkable aceounts.

CONSUMPTION, INYESTMENT, OLTYPUT
But now, 33 our theary devalops and as
institutionsl arrangements change, old con-
cepts develop new implications, and it is time
o lock io innavatione or alternative arrange-
menis and preseotetions of the wnderlying
data. In particular, we should svplore again
the issues implicit in messurement of con-
sumption, investment, income, and output in
the private and govermment sectors in the
light of recent formulations of behavisral re-
lations involving ¢onsamplion, investment,
and production. Thus, the theory of consump-
tion relates to consimer services, whether
prodoced in the household or in bosinesy or
government entecprise. The theory of saving
and investroent relatss to the aceumulation of
capital, whether in physical or human form,
whether in the household, busineze, or pov-
ernment. And ail prodvetion is = funetion of
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New Twists to fncome end Prodouet

labor services and the sarvices of capital, in
whatever form they sre embodied and how-
ever they ate owoed or whatever are their
relabons to market trevesctions,

In terms of a concept of income which
is the sum of consumpton servipes and addi.
tions to capital or wet worth in the house-
held, business, or government (including sur
accourt with the yest of the world), we find
currently substantial iteme of income which
are not veually counted as income. Thesa
items have been termed “nonincoms neome™:
this incoms turns np, in varying proportions,
in snch categoriss es capital gains (both
realized and unreslized), sxpense accounts,
values of stock optiows, services of capital
owned by government, additions to reserves
of natdral tesources, sdncational services con-
stituting both inveatment and consumpion,
and in the vast amonnts of honsshold produc-
tion utilizing services of housewives and con-
sutner capital

How are we to procesd if upper-income
groaps enjoy ecnsamphion services and addi-
tions to their awn net worth far in swcess of
what we currently measure sz their income?
What are we to do when increments in cutpat
are far in excess of what we can athvibute %o
the increments in our measured inputs of Ja-
bor servicea and the services of capital? How
are we to handle the vast shiftz of production
a8 betwesn market and nobmarket traneac.
tions—the latter relsting either o the house-
hold or to government? How are we to ac-
connt for aceuryulation of capital which may
bear little relstion to the excess of gross in-
vashment over largely tex-guided dspreciation
and eapital consumption sllowances, whick

Robert Eisner iz Professor of Fcomomiss,
Narthwestern Dniversity.
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wa eall net invastment? And iz not reconsid-
aration of the fasue of what constitubes inter-
mediats products past dee? What about the
invesiment in knowledge constituted by re-
seaxch and development expenditores? And
what about the lush living in execntive suites
end businese lunches, the sptertainment and
travel, the media services and entertaimmsnt
paid for out of advertising budgets, the cost
of commuling te work and of protection of
lifs and property by local palice forces or
the armed farcas of the Nation? Which of
these items currently connted as intermediats
product shonld be recognized as consumption
or investment? And which now counted as
final product might better be viewed as inter-
mediate? And should we perhaps be eounting
the development of our natural ressprpes as
capital acoumulation or invesiment, and their
destruction as eapital consnmption Lo ba net-
ted from output in calculating net natiomal
prodoct and nationzl income ?

Keaders of thesse ¢omirents should be
aware of & growing body of work by John
Kendrick, Richard and Nawmcy Ruggles, and
J. Thomes Juster which has besn addresssd
to these problems, and by Michasl McElroy,
Allan Mendelowitz, Wolfhard Rarom, and oth-
#rs, who have bean associated with Arthur

Treadway and myself in developing concepts
and sstimates of “nonincome income.” It may
bs hoped that ae emall-scale, private investi-
gation of these matters indicates the feasibil-
ity ae well as the importance of revision or
alternative presentatione of income and prod-
uet accounts, the Office of Buosiness Eco-
nomita and #z major redium, the Surssy of
Currant Bustiness, will get on with the job.
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Congratulations from the National Bureau

RN (Jn the occazion of the hitieth
anniversary jssue of the Survey of Current
Business, the National Bureau of Evonomic
Besearck sends its congratulations to the
Jfce of Business Economics. We, who are
also concerned with economic factfinding
and analyses, especiclly appreciate the work
of OBE, the progress it hae schisved, and the
openmindedness with which # conlioues to
seek improvements in the aveilability and
usefulness of economic data.

The great increase in the quantity and
enhancement in the quslity of economic and
other atatistics published since 1921 by OBE
and its predecesser agencies in the Deparl-
ment of Commerce reflect the energy, enter-
prize, and devotion of am cutstanding pro-
fessional stalf. The staff deserves great credit
slso for its valusble analyses of the statistics.
A great desl of what is known aboul the
structure and behavior of the U5, economy,
and aboyt its economic relslions with other
countries, is a resnit of these analyses.

DEVELOPMENT OF NATIONAL ACCOUNTS

The work of OBE has been comulative
not anly in providing a reeord of economic
activity hat also in developing the tools and
techniques for a better understending of the
operations of our economy. For more than
three decades OBFE has beenn shaping amd
elaborating an interlocking sst of naticnal
economic acconntz which provide the basic
ingrediants for much af the empirical analysia
of the performance of the U.3. economy.
The development of fullscale eccnomelric
models, while atill not complete, would oot
have been carried thiz far without the con-
cepte and data provided by the jneome and
product accounts. Analyzes of the disteibution
of imcoms ¢ookl oot be carried very far
without the work of OBE on imputations for
those nonmarkst activitdies which are close
counterparts of market activitles, &.g., owner:
oceupied housing services, services of finan.
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¢ial intermediaries, and income in kind pro.
vided by business firms. For the ingenuity,
effort, and high-quality scholarship and
workmanship that have gone into the devel-
opiivent of the accounts, OBE dessrves tha
pralitude of the ecomomics prolession and,
we Lelieve, of the general poblic.

QBE it also to be commended on its
willingness to aubject its procedures and re-

sults to professional criticism. For example,

one of the most importent meetings beld by
the Conference on Research in Income and
Wealth wasz devoted to a critique of the U5,
jncome and product accounts. {The full rec-
ord iz published as Mo. 22 of Stadies in In-
come and Wealth.) This meeting wonld not
have been possible without the fullast coop-
eration of OBE. Many other meetings of this
conference granp have alzo provided oppertu-
nities for economists cutside OBE 1o Jesrn
ghout the Office’s work on income and wealth,
to yeview its pesult=, and tp contribute fo ils
improvement. Alen important over the years
hae been OBE's willingness to provide many
unpublizhed date to the National Bureaz and
to others with research interests.

EXPANSION OF INYESTHMENT ACCOUNTS
Consumer and Governmenit Durables

We at the Nationsl Buorean would like to
urge OBE to further elaborate and refine the
economyic accounts of the U.5. As a shorr-
range goal, it wenld he useful if OBE could
expand its invesiment accounts to include
household and government sectors as well as

a business secior. For purpeses of analysis, .

expenditures on owner-occupisd housing rep-
resent A different kind of decision from those
an congtruction of rental housing. Purchazes
of major consumer ducable goods like
mobile komes, automaobiles, and some house.
hold appliances may be more appropriately

Douglas H. Eldridge is Vice President-Exec-
utive Secretary, National Bureau of Econemic
Research.
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viswed as invelving capital investment deci-
sions than as consumption expenditures, The
housing sector ts perhaps especially impor-
tant; recent diversjfication in 1.5, honsing
expenditures with the rapid growth in mobile
home consiruction snggests that more de-
tailed elahoration of housing expenditures
would yield considersble bemefits both in
measurement of output and in analysis of
decisions, Elahoration of capital accounts
slong the lines suggested would also provide
estimates of personal and netional savings
that would ke more revealing in a behaviorzl
sense. We recognize the essentially arbitrary
distinction between consumer sxpenditures
that are best viewed as providing s Oow of
eurrent gervices and these to be regarded s
capital ontlays for both current and future
sarvices. Nonetheless, we feel confident thae
OBE could develop classifications based oo
eriteria no more arhilrary thap the ones cur-
rently employed, and we hope that it will
have the 1esources meeded to Jnvestigate
these suggestions.

Nonmarkel Activilies

We would alsc like ta see OBE sxperi-
ment with an expaasion, or supplamenting,
of the accounts to ineorporate a wider range
of human sctivities than that part repressnt.
ing employment for compensatian, Informa.
tion an how nonmarket time is aliocaged
among various socioeconomic groups in the
population, as well as aver time for the same
groups, is of greal importance in examining
a wide range of analytical questions. For ex-
ampls, we may expect that past-schocling in-
vestments in learning by employsd members
of the lasbor force will be strongly associated

with rates of increase in future carmipgs, that
investents in preschool children by parents
will be strongly correlated with subsequent
rates of progress by thase children in acheol,
and thet differsnces in parental investmenta
among population subgroups may account in
some measure for differences in learning
rates in school. Finally, differences in non-
market achivities between those representing
pure leizura and those with a close corre-
spondence io the market are of great interest
and importance for understanding human
behavior. The datz needed to expand the
economic accounts in this way cen only be
obtained from an extensive and conbinuous
study of time budgets for & sample of house-
holds. Data of this sort have been collested
sporadically o the U.5,, but no set of infor-
mation now available comtains the detailed
characteristivs of nonmarket activities needed
to implement these ressarch propusals.

CAPITAL REPLACEMENT COST

The OBE capitat stock study zod related
stadies of depreciation and capital formation
are among its major enterprizsea. These stud-
s now make It possible for OBE 1o introduce
replacemrent cost accounting in its calculation
of cepital consumption and to provide an esti-
mate of pet pational product in coostant

-

prices.

OBE-NEER MODELBUILDING

We at the Mahonal Bureaw are also
highly appreciative of OBE'zs work on econg-
metric modele, both in developing a madel
for itz awn vae and in cooperating with Na-
tional Bureau vessarch progrems ta evaluate
the nature of forarasts made by full-scale
modeis of the economy. Sech Nationsl Bn-
reau studies wonld nor he fensible without
the help and closa cooperation of the modsl-
bailders, and hoth have hesn fortheoming
from OBE.

INTERNATIONAL ACCOUNTS

Those engaged in international studies zt
the National Bureau are particularly indebted
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to OBE for the wealth and quality of nforme-
tion it regulazly provides on this countiy’s in-
ternatianal payments and investment position.
Its work in this srea is commensurate with
the unique role played by the T1.5. in interne-
tioral finance and iz marked by a commend-
able forthrightnesz in making the pertinent
facts available.

Impori-Export Price Indices

An important missing element is proper
price indices for merchandise exports and
imports, which are urgently needed for the
analysis of the huge trade component of aur
intsrnational payments, We recognizs, how-
ever, that such indiees are not the responsi.
bility of OBE and, further, that methods of
price measurement must be warked out i
commen with other conntries 20 an to permit
roeaningful comparisons of relative price
trends. We rrust that the Nationsl Bureau's
congribution to improved methods of price
measurement in interpational trade will prove
ta be a useful complement o the woerk of
OBE.

Direct Chversess Investmemt

In the feld of direct investvent, the T15.
bas far outdistanced the cest of the world
with respect to the completeness and detail of
its date and the variety of subjects covered.
The superiority of the American siatistics,
as published by the Balancs of Payments Di-
vision of OBE, is so great that most stodies
of particular foreign touniries rely mainly
on the U.S, data rather than on those from
the country being sxaminad.

Despite the relative superiority of U.8,
information in thiz field, however, our knowl
edge of the causes amd effects of direst in.
vastnent folls short of cur peeds We are
still wncertain, cver a wide range of possi-
bilities, a5 to the extent to which American
investment adds ic or replaces investmenis
by others, incloding uetives of the host coun-
try, and the degres to which oversess pro-
duction raplaces or supplements US. produwc-
tion, whether for export or far consumption
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in the U.S. We have conjectures abont, but
little analysis of, the flow of technological
skills from American parent firms through
their foreign sfflistes and vice versa, or of
the determinants of the flow of payments for
these services or for returns on U.S. capital.

It ia not certain that all of thess ques-
tions are amenable te¢ an analysis based on
the data already colleated by OBE, but it is
clear that some valuable explorations of
couses and effects could be made. Considering
the imiportance of the probleme and the cost
of data collection, including the beavy costs
borne by private firme in supplying informa-
tion, the existing data sre grossly anderuti-
lizpd, mainly becanse the Balance of Paymeats
Thvision has never had adequate resources
te snalyzs these data or to foster their analy-
sis by others. The most feasihle solution
would be to provide the Balance of Payments
Divisivn with enough resources, both finan-
cial and human, to organize the data alrcady
collected into a dats system om the averseas
operations of ULS. companies for the wse of
both gevernment and academin investizators.
This ¢ould be dope, without breaking con-
hdentiality requirements, by haviag atatistical
operstions and tests performed hy the deta
hapnk managers te the order and at the ex-
pense of the outside investigators. Such a
data system would not only be a spur to re-
search on the internatignal eorporation hut
could also be & major snhancement of the
valoe of the Government’s stabistical efforts.

These comments will, we hope, assure
you of the great interest of the National
Burean in the work that OBE has done and
its potential for further development. We
lack forward to contivuing to cooperate oo
the many economic wroblems in whichk we
have common intercsts.
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MARTIN R. GAINSBRUGH

Meosuring the Netion’s Wealth

I My collaagues hers at The
Conference Board join me in extending
warmest congratulations on the occasion of
the fifiieth anniversary of the Survey of Cur-

rent Business. Throughout the past decades

we have grown to rely ever more beavily on
the Swruoey as the journal of record for our
systern of economic and bosiness intelligance.
In eddition, we have benefited by the gnalyt-
ical articles that have sppeared in greater
oamber and depth doring more recent years.
We have noted with plessure, too, the extent
t¢ which, throuzgh rchans and typographical
changes, the Survey iz now more “open’™ and
inviting in format.

The Survey han made s particnlar con-
tribotion to the advancemspt of eronomic
knowledge through irs ecare and coltivation
of this Nation's national accomnts. The most
useful measure, in my judgment, of the many
smpleyed in the formalation of bath public
and busivesz policy is the gross national
produet and ity derivatives, You and your
collengnes in the National Income Tnit were
instramental in the formmlaton and further
development of thix concept. Subsequently,
you ateadily advanced the time throttls 20
that this measure i3 now available guarterly
and will shortly be supplied on a ronthly
basis. You alac pionesred in transforming
currant dollar measores inte mors meaning-
ful constant dollar sstimetes, Thromgh the

development of the implicit price index you
have provided us with & most useful approxi-
maticn of movement of the general price level,

A NATIONAL BALANCE SHEET

As in busimess accounting, ss oo in
national scconnting there is need for a bal-
ance zheet to meeist in onderstanding and in-
terpreting changes in the operating statemeant.
The lack of = corrent and continning set of
wealth and balance shept eatimates is perhape
the most serions omiesion in onr curremt sya-
temn of economic intellipance. I believe that
the Szrvey wonld be wall advised to extend
its present limited programs desling with
the measuramant and shachure of the asseta
and lisbilities of both the private snd the
piblic sectors of the economy.

Industry Detall and Covernge

The current wealth estimates relate only
to the private sector and are availebls at o
broad level of industry aggregation—total
private sector, agricalture, manuiacturing, and
all others. This precludes their wse in many
analytical contexts. It woald seem: feasible,
given recent advances in the state of the
estimating arts, o undertaks the preparation
of estimates of capitat stocks by the two.
digit indwery eclassifications in the private
sector or af least in those classifications in
which the corporate form dominatza. A
complementary set of wealth estimates for
the public sector, distinguishing between
Federal, State, and local gevernments and by
major functions, ¥ equally desirable and
feasible,

“Where Owned™ and “Where Used”

While the conceptual framewaork for the
weahh estinsetes must be congiatent with that
of the other accounts in the oationsl syetem,
this need not preclude the developmen: of
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ooe or mtore analyticailly nsefu] variants, Thus
for conceptual consistemcy with the system
the wealth estimates would be prepared on
a “whera owned” basis but for capital pro-
ductivity or praduction fnaction analysis, on
a “whers used” basis. For the latter purpose
estimates of capital stocks that incinde not
only governmenbowned bat aleo privately
operated facilities are required, as well as
estimates of the capital valwe of rentsd fa-
cilities.

Integration with Input-Outpus

Once these estimates have been developed,
a useful followthrough would be to introduce
the capital stock estimates into the input-out-
put matrdx. This, in turn, should make for a
significeamt improvement in whatever validity
the input-output matrix Las for lomgterm
projection.

Measures of Capacity Utilization

Perhaps of greatsr importance §a the role
that capital stork estimates cxn be made bo
play in short-term projections, at least to the
extent that the stock adjustment prinsiple
congtitutes a significant independent variahle
in short-term macroecomomic prejections.
The relationship of capital etock ko ouiput
can be the basis of measuring capacity snd
capacity otilization scroms the board for
manufacturing industries. Soch data would
provida considershly more information on
capacity utilization rates by indastry than is
now available from the msasures davaloped
by the Federn! Reserve Bonrd,

Progress in thesa directions would ala
take OBE a considerabls distance towazd the
objactives developed in Measuring the Ne-
tion's Wealth! in., official sstimates of wealth
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by type of wealth by industry and secter, and
official esttmates of patiopal halance sheets
by type of asset and sector. The foll fmpls-
mentation of the recommendations of that
report would fill the major gap and provide
a completely integrated set of economic ae-
counts.

MNew and Replacement Investment

The Survey may almo wish tr explore the
adequacy of the =xisting conceptual frame-
work for expenditures that are curremtly
classified se new capital formation, as distinct
from replecement. The Conference Board
Economic Forom, io its “Bosineszs Qutook,
1971" (pp. 46-48}, snggested the need for
reexamnintog the validity of our present com-
cepts in the light of the emphasis now being
placed on “investoent” destined to heighten
the quality of the environment rather than
te further the physical quantity of geads and
services,

As the Survey enteis its second hali-
ceotury, its notable achievements to dale
warrant high confidence that it will continue
to adapt and extend this Nation’s system of
pational accounts, kesping pace with the
heighteped tempo of economic, social, and
cyltural change.

! Nutional Boceaw of Econonafc Research, Maasur.
ieg the Nadion's Wenlth, Studfes in Income and
Wealth 2 (Princeton, NJ.: Prioceton University
Press, 1964).

Martin R, Gainsbrugh is  Senior Viee

Presideny, The Conference Board,
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RAYMOND W. GUOLDSMITH
Toward « Notional Balance Sheet

L |

I In scceding to the editors” in-
vitztion to contribute to the fiftisth snniver-
sary issuc of Survey of Corrent Bostness, on
which so many of us have depended for so
many years, ] have been mindiol of the old
proverk exhorting the cobbler to stick te his
last, or at least to ome of his several laats,
and therefore ahall limit myself to the statis-
tica of the stocka of tangible and financial
asgets, i.e., to natlenal and sectoral balance
sheets and wealth statements. Thie in itself is
a broad and important field end a significant
component of the system of nutional accoumts,
but from the point of view of the Office of
Business Economics sod the Survey it is only
a very small pact of their tervitory.

The development of this fisld in the U5,
as in several other countries, over the past

half-century well flustrates what has become

the two-stage paradigm in all main compo-
rents of the system of pational accounts, as
well as in some other fields of economic sta.
tistics: first, the original development of the
tonceptual framework and of the initial rough
estiroates by individnal scholars in aniversities
or rescarch instilutions; then, after a longer
or shorter interval, the takeover of the task
of keeping the estimates wp to dste, of imr
proving them, snd of preparing them in
greater detail by an agency of the Govern-
ment

Thus the estimation of national mcome
and product accounts, first sericusly attacked
conceptually and stabistically within the Na-
tional Buresu of Economic Research, largely
ander the direction of Simon Kuznets, during
the nineteen wenties, became a regular fune-
tion of the Department of Commerce, then
carried on in its Watonal [ocome Divisien
under the leadership of Robert R. Nathan,
Milten Gilbert, and George Jaszi, and has

gontinued within the Department io periodi-
vally expanding and improved form ever
since, Similarly, estimates of the balance of
payments, first systematically sttacked by the
Harvard Economic Service in the early wen-
ties, were -developed in great detail, heginning
in the thirties, within the Department of Com-
merce. The preparation of inpuot-output tables,
the creation of Wassily Leonti=f in the thir-
ties, became z regular function of OBE in the
filties. The interval betwesn eriginetion of
the estimation procesa and transfer ko a Fed-
eral apsncy was probably shortest in the cass
of the financial Aow of funds accounts. Morris
Copeland's original study of flows for the pe-
viod 1935-42, published in 1952, was pwe
on & contiouous and expanded basis by the
Federal Reserve Board staff almoal imme-
diately after Copelond kad completed it.
The procesa has taken longer and is not
yar completed—although it may be hoped that
it is not far fram that stage—in the cass of
the fifth component, the national balence
sheet. While the statistics of Anancial assets
and liabilities for the main sectors apnd for
the Nation became almost from the beginning
a part of the Federal Reserve Board's flow
of funds zecountze—partly because moat Aowa
are technicelly derived as first differences he-
tween the stocks at the beginning and st the
end of the period—the preparation of esti-
mates for tangible assets and their combina.
tion with financial assets and labilibea and
net worth to form complate sectoral and na-
tienal halance shests within » system of na-
tional accounts has ok yet become part of the
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statistical activities of the Foderal Govern-
ment (except In the case of agriculture '},
although fairly detailed estimates by acodemic
researchers affiliated with the Natiopal Bu-
reau of Economic Research have been avail-
able for benchmark dates since the early i
ties and on an apoval basis, though with
long delays, since the early sinties.?

DBE CAPITAL STOCK ESTIMATES
QOBE snteted the ficdd of national wealth

eshimates, at least 22 far 2 published material )

goes, on a ragalar basks in lzte 1962, althongh
it issued tweo prior studies in the midfifties?
The estimates then released were limited, a=
#ll estimates published up ta this point have
beon, to the gross and net stock of nomres:
deutisl fived business capital (structures and
equipment) including thet of nonprofit erga-
nizations, and were derived by the perpstual
inventory method. This method, developed
in the late forties,* starts with what are osually
angyal Agures on papital expenditnres, the
data being needed for » years before the
data of the first stock estimate if ~ is the
assumed length of life of the type of structure
or equipment for which the estimate iz made.
it then applies to these series what are re-
garded as the appropriate rates of ralirements
and deprecietion allowances and az appro-
priate deflators if the estimates are expressed,
as is usually the case, in constant prices of
the base pericd or in eurrent prices of the
dsate for which the estinate is made, rather
than in kistorieal (original) couats. In view of
the concaptual differsnces aboat the zppie-
priate Eength of life of diffexent types of capi-
tal goods, about the formn of depreciation and
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of she retirement distribution to be applied,
and sbout the chacacter of the prics indices
t¢ be used as deflators of the original capitat
expenditures, numercus sstimates of gross and
net cepital stock can be defended or will be
needed Jor different snalyticsl purposes.
The perpetnal inveptory method auto-
maticelly provides estimates both of gross
stock (capilal expenditures comulated over

L Soe the anpual imsues of The Hofmce Shesr of
Agricufturs  beginning with 1989, The decennial
naiiena! wealth astimatas of the Bureav of the Consun
going back o 1650 and the 3922 cmimates by the
Federel Trade Commtaiion mey ba disregarded here,
gn they were poi designed o Gt fote 2 system of
patiomal secounts end ar by moden stmdards qoite
up=atistactory, rotwithspanding thelr historical valoe.

! Sex K. W. Goldsmith, 4 Seady of Saming fn ihe
United Sretes, vol. 3 {Princaton, B.J.: Princeton Uni-
veraity Press, 1956} ; B W. Goldemith, The ¥alion-
of Fenth of the United Sectes in ihe Posnoar Period
(Pritveaton, N.1.: Hatiotal Buran of Economie Re-
aearth, 1962 ; B. W. Goldsmith, R. E. Lipsey, and
M. Mendolooa, Stediss in the Nafione? Evlance Sheet
of the eled Seates, vol. 2 (Pdoceton, M.J.: Narional
Borean of Ecopomile Reassrch, 1968) {smoun! dits
fer Y045 bmugh 1958); and Frseliuwtionod Invmsiors
and Corporare Stock, 1 background report by the
Natcoal Boreau of Eoonomsic Bessarch for the Se-
curitizs and Exehange Commissdon's Tastltotisnal
Iovesiony’ Siedy (1971) (aapua) data for 1952
throngh 1968).

* 5 Josai, K. C. Wesson, and L. Grose, “Stocks of
Fixed Bosiness Capital in tha [Twited States,” Sorvey
ef Currend Budness, Mevember 1962, pp. 9-18, 25;
D . Woodm and R. C. Wassos, “Masufactoring
Investment singe 1929 in Relalion to Employment,
Coriput, 2nd Incodiw,”™ ibid., Mowedhar 1956, pp. 8-20:
F. Nawimbens and I . Woaden, “Growth af
Prosinasy Capitsl Equipweni, 1929537 ihid., Dagem-
ber 194, pp. 18-26. -

*Probably the &t faiely oxtensiie and detaiied
estimates made by this methed, cowering the pariod
1896 Lo 1946 for six typsy of sirochures aod 1wo

types of squipment, were published in 1951 a5 ne, 14

of Budics in Income and Wealth (B, W. Coldsmilh,
A Ferpetual Inventery of Nedono! Feafifi] and
more detail 1o 2956 in vl 8 of the seme austhor's
A Stady of Nwing in the (felled Sisies,

Raymond W. Goldsmih 6 Professor of
Economics, Yale University.
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the assemed length of life and retirements
based on thut length end the retivernent dia-
tribution over it} and of ner stock (comn-
lated capital expenditures minus cumulated
depreciation allowances). A great advantage
of the method is that it is flexible enough to
accommodate practically any desired eombi-
nalion of these factors which determine the
estimated value of the capital stock—for the
same réason the methad bas a high degree of
{ransparensy o users.

First Estimates

It is to the great credit of OBE that it
has [rom the begioning experimented with a
large pumber of possible combinations of
length of life, type of depreciation, forms of
retirement  distribution, and price deflatores,
and hae in jts publicaions shown acmal esti-
mates for o rezsonable oumber of combine-
tions of these factors. OBE's first publication
was limrited to estimales in constane (1958}
prices of the gross and et stock of two lypes
of capital goods (stroctures and eguipment) ;
three secters (farm, maonfachuring, and non-
farm industry} ; two assumptions about length
of life (Bulletin F and Bullstin F less 20 per-
cent) ; twa forms of depreciation (straight
line and declining belance at twice the rate
applicable to straight line}; and rwo sets of
deflatexs for struchres (specific deftator and
overall GNP deflator). Tt provided figures
ooly for 1929, 1945, 1949, 1953, 1957, and
1561, althoogh annual data were derived and
available internally, along with other aiter-
nztive tabulations.

TImproved Estimabes

The next publication, releasad four years
[ater,® represented a great step forward. The
estimates bated on extended and improved

cepital expendituzre seriss wers now shown
for ezch year from 1925 through 1965 and
were presentod separately for meven typea of
structares and for 20 types of equipment.
They were provided in constant {1958} prices
{iwo varianks} on the basis of five altermnative
acts of service lives (Bulletin F, Bulletin F
plus or minns 15 or 25 percent); for thres
methods of depreciation (sum of digite in
addition to straight Tine and double-declining
balence) ; and for three different forms of
the retirement distribution. Although the esti-
mztes for equipment sHll were given for only
threa separate sectors, the distinction of
struciores by type was squivalent 1o a broad
sectoral distribution. In addition te the
waalth of doliar figures, an important addi-
tion was provided in the form of tha maan
age of the stock for numesrous alternative
concepts of cach type of structure and aquip-
ment. The data published, although showing
more than 000 sstimates, represented only
a minute fraction—apparently less than 02
percent—of the 3.5 million or so Rgures pro-
vided by the computer aperation, which pro-
duced 86,000 columns of data, mostly of 41
annual Azures each.

GOPFQ Sirociures snd Equipment

The latest publication of sady 1970°¢
not only brings the estimates up 1o date

¥L. Grose, I. Rotienberg, and K. . Wasson, *New
Estimares of Fixed Business Capital fn the United
Stiates, 19265-65" Surmer sf Current Business, De-
cember 1966 (the @ahles zppesred in the February
1967 dssue).

"R C. Wason, J. C. Musgrava, and C. Harkms,
“Alinmative Esdmates of Flxed Business Capiral in
the United Siales, 1925-1968" Sprsey af Luerreed
Busineys, Apgil 1990
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through 1968 but also incorporates some im-
portant sdditions and improvements, particu-
larly the inclosion of Government-owmed pri-
vately operated (GOPO} structorea and
equipment, and provides more detail-—the
number of types of structures having been
increased to 10—sa that the number of sepa-
rately shown estimates of nearly 15,000 is
well over twice that in the 1966 publication.
On the osther hand, sstimates were provided
only in constant (1953) prices, for two alter-
native lives (Bulletin F and Bulletin F lase
15 percent), for anly two forms of deprecis-
tien {dropping the s of digits method),
ond for ome retirmment distribotion, Thesa
eEtimates Bgain repressnt only a very amall
fraction of those availahle internally, which
inelude eriginal and correntcost valuatione.
Fortunately, however, we are promised in the
near future “a volume of several hundred
pages” which will inclode “a detsiled state-
ment of mathodology.”

Residenees and Consumer Durshles

Although the private businesa oonresi-
dential stroctures and equipment which OBE
estimates have now coversd in such detail
provide information on what is probably the
crucial component of nativnal wealth, in terms
of overall current values they account for
only kess than one-fourth of that total. ODE,
however, has been at work for a substantial
pericd of Hme on two additional important
components of national wealth, residential
structures and consumer ducebles, and it is
hoped that these new sstimates will be com-
pleted and publiahed Lefore long, one hopes
during the ourrent year. At that point OBE
estiroates will cover one-hall of totzl naliopal
wealth, approzimately seven-eighths of pri-
vate reproducible tangible wealth (cmitting
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only invantories and net foreign investmeant),
and abaut twothirds of all reprodocible
tangible wealth. The structeres and equipment
owned and operated by the government,
which amount to approximately one-sixth of
total mational wealth, will still be misaing, as
will land, which accounts for nearly one
fourth of the fotal

PROGRAM FOR BALANCE SHEETS
In making some recommendations for

further work in the field of national wealth
and petional halance aheets by the Office of
Business Economics and other Federal agen.
cies, T shall start from the asswmption that
the completion of the TLS. system of naticnal
accounts by producing, as a regular part of
the sysiem, estimatea of the stock of tangible
and fAnapcial asséts for the majo dectors as
well aa for the Mation as a whole is desirable
and feasihle.

These recommendation: are neither
startling nor oew. Indeed, masmoch as their
essence is the development of 3 set of full
natienel and sectoral balance sheets within &
systein of national accounts, and heoce con-
sistent with the releveot figures in the resl
and financial How accounnts, particularly the
Riguwyes for capital expenditurss and saving,
they only sche recommendations made as far
back as 1957 in the report made to the Bureau
of the Budget by the National Accounts Re-
view Commines of rthe National Burean of

T
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Economic Research. Inasmuch as the recom.
mendations envizage that most of the building
blocka for thiz set of pational and sectoral
balance sheets be taken From existing bodies
of data, or from velatively limited expansions
of them, the program should be feasible with-

in a relatively limited perfod of dme—say
twoa 1o three years—and with r relatively

modest additiopal expenditore of resoirees
for the two main Federal agencies mvolved,
(BE and the Federal REeserve Board.

Government Structures and Equoipment

The fixst obvious step for OBE to taks
after the completion of the esticnates of the
stocks of private fixed assets is the parallel
estimation of gowarnment structures aud
equipinent. There is po specific reason why
thiz job cannct be jmmediately taksn in hand
and why it cannat be completed fairly speed-
ily for Federal, State, and local movernments.
Tl hasic capital expenditurs seriea exist, and
QBL haz handled at least as difficult concep-
tual and statistieal problemss when making its
estimates of strmctures and squiprment  of
GOPO  {government-owned privately op-
erated) plants.

Indusivial Breskcdown

AL the same time a breskdown of busi.
iess stractures and equipment into a few
hroad indusirial sectors should be provided.
About half a dozen of them {such as manu-
facturing and mining, public utlites, mon-
residential nonfarm peal estate, finance, other
nonfinancial nenegricultural busioess, and
ggricutture] will probably sulfice, although =11

ghould be forther subdivided inte their
corporate &nd narcorporate consiifpents. As
a matter of fact the pressnt estimates of OBE
come vary close to euch a breakdown for
stroctures, and it shoold not be impoestble o

supplement it by one for aquipment.

Valuntiom of Land

In turning to the estimates of the value
af land, for the Nation as a whole as woll as
for the mein sectors, OBE will be vn relatively
unfamiliar greund and will have 1o overcome
some basic conceptual dificubtics ahout the
valugtion of land at constant prices, Fortu-
nately, however, cstimates of the value of [and
in cutrent prices have been made dor a leng
pesiod by the Department of Agriculture for
farmfand, which accounts for abouk one-
fourth of total land velee. A zelotively good
basis for apn estimate alse exists for residen-
tial land, representing another fourth of the
total. Thke moain proklems thus will be [and
undexlying nonresidential private and public
structures® These problems, some of which
were explored in detsil in Messuring the
Natiow's Wealth® sre certainly not beyend
OBE's ingenuity if enly aggregates for the
entire 1.5, are needed. Since the perpetual
inventory method js not applicalle to osti-
matea of land, the estimates might be limited
in the beginning to the postwar period or
even to the last decade

Reproducible Teangible Wealth
After having complsted the estimates of
government stctures and squipment and of
T5ea 11.5. Congress, Joint Ecomomilc Commities,
Hearings bejors the Sebeommittes on Ecanomic

Seatiarics, Bth Cong., It sass. 1958, partlenlarly pp.
156-5T.

' Grace Milgrawm, “Esiimates of the Yaloe of Land
in the United States Held by Varlows Sectors of the
Econemy, Annually 1952 ke 1965, prepared dor the
Flow of Funds and Balance Shest Study, Natipasl
Burean of Economic Research, Macch 1970).

*US  Congress, Jeint Ecoromide  Committee,
Memsaring the Natlonel Weplih, Wealth Inventory
Flanning Siudy of the George Washington University
&nd Conierence om Income and Weaith for the Sui-
commitie: o0 Ecopomic Swidstics, December 1964,

SURVEY OF CORRENT BUSINESS




lzrnd, OBE will be in & position to produce
and to keep up to date with ooly moderate
delay annnal estimates of reproduocible tan-
gible wenlth back to 1925, and of tetal na-
tional wealth (including land) at least for the
lost decade and for some benchmark dates
for the preceding rthirty yescs by otilizsing ts
updated estimates of business faed capitel,
broken down for sbout half a dessn mejor
industries, as well as its new estimates of
residential stynctures sod consumer durables

and existing eatimates of inventories and net

foreign assets, This will he 2 major milestane
in the development of the TS, stabistical sys-
ten and jts national accounts (though one
reached quite a while aga in some other coun-
tries, oz, Norwayl.

National and Sectoral Balance Shecta

The laat step on the way to an integratad,
conaistent get of ntionzl and sectoral balance
sheats covering tangible assets, financial as-
sete, liabilities, and net worth will then be
relatively simple and brief, but it will regquire
closs cooperation, starting immediately, with
the Federal Reserve Board, which, presuma-
bly, will provide the estimates of financial
gusets and liabilities. This step will require
agreoraent on the exact definition of the ssc-
tors. It will also zall, on the part of the Fed-
eral Reserve Board, for some expansion and
improvement of its figures for financisl assets
and liabilities, such as (a) the split of the
nonfinancial corporate sector into ahout half
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a dozen secters metcking those of DBE; (b}
the alternative valuation of longterm ofaims
at market price or the nearest approximation
to it, in addition 1o the present valuation at
par; {c) the improvement of the eatimates of
some items where large discrepancies mow
exist between owner and issuer records, such
as trade credit; and (d) the improvement in
the estimates of the market value of corporate
stock not listed on exchanges,

LONCTERM PLANS

Closing the system of national accounts
through a set of annual natinnal and sactoral
balance sheets should ba regarded as a shor-
tevin goal—planned for a period of approxi-
mately thrse years. When that goal is in sight
we may seriomsly consider the three next
steps, nzmaly, {2) the regional breskdown of
some, though not of all, of these fipures; (b}
the breakdown of the household sector into a
small number of subzectors defined by wealth,
inpome, sociceconomic atatus, or whatever
may then ba vegarded as the most relevant
and nesded breakdowns; and (z) the develop-
ment of benchmark Census-type datz, hoth 1o
provide controls of the perpetmal inventory
eatimales where sach controls are now leck-
ing (primarily for monindwstrlzl nonfarm
real estate) and to supply sdditional detail
These steps, in contrast ka the first six
recommendations, will require a grest deal of
additional primary material. They are thers-
fore A more adequate suhject for the Sorosy™
sixtieth annivarsary.

" The proMems of these Consas-typa sotimates have

ety exhautivaly exploved in Mesturing the Naotion's
¥ ealth.
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Looking Forward After Fifty Years

I I this fiftisth anniversary
izgue of the Survey of Current Business, 1 take
it that the purpose ia not to dwell on the past
but to look ferward sa the future. The future,
of course, begins with the present, which is
the product of the past, 1 meed not elaborate
on the past and present accomplishments of
the Office of Business Economics, a8 revealed
in the Survey and in other published and
unpublished work., OBE has made GNP a
housshold term, and today we can hardly
conceive of applied macrosconemic analysis
in the sbeence of the natioos] dncoms ac-
coants, which OBE now prescats quarterly
and will aoon, it is to be hoped, present
monthly {ot lezst in abbreviated form). OBE
ia our official mource for detailed dara on the
balance of payments, for the eagerly awaited
surveys of expected plant aud equipment ex-
" penditures and fovemtory investment, for the
official data on the regional pattern of in-
come, and for the input-ontput tables which,
when first published by the BLS some twenty
years ago, wers grected with suspicion and
alarm as » socialist threal te privale enter-
prise but have now become eszential tools for
rational decisionmeking by busines and gov-
ernment. This list, of course, could be con-
siderably extended. Since I want to refer to
it a bit later, let me mention also QBE%
estimates of the stock of buosiness plant and
equipment, for which it now has fignrea going
back nearly hall a cenbury.

But envugh of the past and present. |
shall aow take the liberty of suggesting some

additicnal programs for OBE and the Survey-
I helieve thak some of these are already under

wiaY.

NATIONAL INCOME AN RELATED DATA

It wonld be helpful to have am ahbrevi.
ated set of national income accoumis oo a
toonthly hasis, and QBE’s efforts in this direc-
titn shonM certainly be encourazed. There
are also spme aress in which it would be
desitable to extend the mational incoms ac-
counts, First of all, we peed 8 complete ac-
countng for hoth the public and private stock
of capital. 1 have loog believed that the na-
tional income accounts should differentiate
between government spanding on current ace
count and governmenmt capital expenditmres.
And these capital sxpenditures should be
cumulated into estimetes of the capim! stock
owned by government—at the Federal, Stare,
and local Jevabs,

OBE has prepared estimates of govern-
ment-owned but privately operated stroctures
and equipment, and such sstimates are essen-
tial if we are to study the relations between
input and output in the private sector of the
econcmy. But my suggestion for estimntes of
Eovernment investment and govermmente
owned capital stock, of coarse, go much fur-
ther, and in due time, we might hape also 1o
have sstimates of the stock of privately owned
residential buildings and other copsumer
durable goods. I gather that snch estimates
are heing developed.

Given the rapidly growing interest in
the nonmarket aspects of econamic aetivity, it
wanld be vaeful if OBE were also ta plan
futuye work oo some of the now unmeasured
aonmarket dimensiona of sn appropriatey
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broad concept of the national welfere——for
example, the valus of increpsing leisure re-
aurlting from a shorter warkweek, the imputed
value of unpaid housekesping services and
the effect theyson of the changing labor force
participation of married women, the costs of
envirommeantal deterioration associated with
incraasing ontpur and urbanizetion, and ap
on. Some studles of this sort are now geing
on ontside the Federal Gavernment.*

Whils on the subject of the natisnal ac-
counts, Jat me say that I welcome OBE's in-
creasing investment in the preparation of in-
paboitpnt tables. If OBE should be able bo
acquire the resources necessary o prepare
such tables annually, I gather that the pub-
lication Hme lag would be reduced by abomt
thaas years (the 1963 tables were mublished
in 1969). In addition to the preparation oi
the basic data for the input-omput tables,
OBE has dene a certain smount of analytical
research based on those data, Further analy-
sis along thess lines is ceztainly desirahle.

OTHER TYFES OF DATA

I can only commwnt briefly on a few
of the other typea of data for which OBE iz
the primary source. The 0BE-SEC surveys of
actual and planned expenditures on new plent
and equipment have proved their worth many
times over, but they cin be made even more
valushle, In view of the relative fmportance
of capirsl l:l:r‘l'lﬁulﬂ.].’t_ﬁdn allowancee (constiht-
ing well sver half of groaz private domestic
fixed investment), could the zorveys be de
signed to reveal more about replacement ex-
penditures—for example, their relationship to
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investmant for expansion, their effect on
capacity, #c.? The literaturs on the datar-
minanta of investment sll tov frequently as-
sumes that replacement expenditures are al-
ways A constant fraction of the capital stock.
(A recent paper by Robert Eisner? is an
important exception.) To go on te anather
peint, I wonder if the surveys could be de-
signed te vield more information om the rea-
scns for discrepanciss betwesn planned and
reslized expendituras. We could alse use

*It i3 edeax that OBE 1a concerned with this range
of issuss, After these comments were written, the
January 197L lssue of ihe Swrpey appoared with
Edward Denfson’s prowocative arifele, *Weliar=
Messurement and the GNP 1o & bréel intreduction
16 this ariicle, OBE stated 1het it was “deeply con-
cerped with 1he subject maites of Br. Denison’s
papex”™ and hovited cornments which “wI11 belp it n
the Jormulaion of a realistic omd cousbructive re-
seareh program™ i thls zrwa.

On the oced gocrlly w zedesign the naiznad
acoounts, relerence should ba made to Lt recenl
very useful rolame by Nancy and Kichard Kuggles,
The Design o] Economic Aceovnis (Naw York: Na-
thonal Burtau of Economic Research, 1970}, The
Rugeles preface makes clear that OBE zooperated
clsely with them in tha preparadon of the waleme.
See zlao the sobbirs' references 3o the recent work
of Jobn Kendcick.

*Components of Capital Expenditures: Keplace-
cient and Modermizaton versns Expansion,” presenied
at the Socond World Comgress of the Ecooovmetriz
Soclely, Cambridee, England, I970; see also Robart
Eisner and M. I Nadir, “Neoulsasical Theory af
Invesiment Bahawior; A Comment,” Reriew of
Eeonomics and Sworipeira 52 (May 19700 :216-22-
Eisner and Madiri, “Investmenl Bekovior and Neo.
clusrical Theary,™ dbid, S0 (X egusk 1968) 359-02,

R. 4. Gorden ix Professor of Economics,
University of Colifornia, Berbeley.
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more specisl investigations of particular in.
fluences aperating on business mvestment.
Thos the Febroary 197 Swrrey carried o
special report on the resnlt of the lemporary
suepension of the investment tax credit and
aceelerated depreciztion allowances: the Awe
gust 1967 issue contained a very useful re
pork on the impact of menetary tightness in
1966 on bysineszs investment.

I e syre that other contribmbors to thia
inme who sre moze competent than 1 in this
area will refer to OBE’s sigolficant work in
developing detailed data on the [L5. balance
of payments, work that began in the carly
twenties, The quarterly and anonal reporis on
the halance of payments contain an inereas-
ing wealth of information on trade and capi-
tal movemments to and from the U3

I showld like alse o commend OBE for
its long and valuable service in providing in-
come data on a State and regional basis, Ite
recent sxtension of this work 4o imclude Jn-
come by metropolitar avea is very rauch
welcome,

ANALYTICAL STUDMES AND THE SURVEY

I suppose it is inevitable that an aca-
demmic economist shonld ask for more analyil-
cal studies by OBE, to be published in the
Survey or in such other form as may be ap-
propriate. OBE &= w be commended for its
invitation to Denison, Griliches, and Jorgen-
son o use the pages of the Survey to debare
the sources of sconomic growth. Anather ex.
ample of a commizsioned study is Thurow's
econometric model for longterm fiscal policy
planning. And the Szrvey has published a
aumbar of studies by members of the OBE
staff on important topics. But I should like to
soe move such articles—perhaps one in each

fssue of the Swreey which is not largely
devoted to regularly acheduled reports and
SUrveys. ’

Let me cite a few examples. OBE might
prepare en occasionel 2rticle on the state of
our knowledge regarding the determinants of
plant and equipment expenditures, inventory
investment, and residential constraction, re-
viewing the relevant literature and adding the
reeuls of its own reseaxch in these sreas, We
badly nced further work on the canses of the
current and recent inflation in the ULS. and
in other advanced counmiries. Another ares
that might ke purayed further concerns the
interrelationships hetween investment and
technical change. And so va.

In thiz conmectien, I hope OBE will con-
linge to wee imput-omiput tables in fts owe
research, as it has heen doing. We peed to
Eoow more about how changes in the varions
components of aggregate demand affect the
demand for the culput of particular indus-
tries, how and why inpuat-cutput coefficients
change over time, ete.

I should also welcome further occasional
reports on the OBE econometric model. As
I zecall, the Survey has carried only one
article on the model, In view of the burgeon-
ing use of such models hy husiness, govern-
ment, and academic economists, mere prog-
ress reporte on OEE's work in this field
would be widely appreciated.

Oxze final suggestion, which T make hesi-
tantly. Could OBE find the time and the
Suryey the space to report occasionally on
restarch conferences, in the results of which
its readers would be jnterested? Some of the
U5, and internationz] conferences on income
and wealth might well he reported there. To
cite another example, some of the papers
presonted at the recent conference on eco-
nometric price research might have besn
summarized in the Swrvey. Or, as a final illas
tration, readers whoe fallow closely OBE's
reports on the TU.5. balance of payments
might be intercsted in & bricf progress report
on the intermational LINK' project, which
ageks to construct a world trade model.
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PN The sccasion of a symposium
like this on the work of the Office of Business
Economics is a rare event, not only hecause
fifiy years is a fong time but becanse scon.
omists all too seldom detach rhemselves from
ressarch which depends on Government.gen.
erated data to examine critically the orga-
nization and methodology of the Government
agencies which collect those data. Althowgh
most of the comments below are in the form
of comstroctive suggestions for foture im-
provements, let me register at the beginning
a strong word of praise for the high overall
quatity of OBE’s accomplishments.

THE INCOME AND PRODUCT ACCOUNTS

Most impoertant, the national income and
product accoants effectively serve the needs
of shortrun satabilization pelicy, since they
are published with incredible swiftness only
a few weeka after the end of the quarter
to which they apply, and suhsequent revisiona
general confirm the overall picture of stzength
or weakness given by the preliminary esti-
mates. Economists and joumaliste in ather
highly developed countrica envy our NIP
and related balance of payments accounts for
their timeliness and wealth of detail. Fur-
ther, OBE engages in a wide variety of
sther activities which are generslly well car-
ried ot and are crucial ingredients in a
opumber of areas of sconomic research, eg.,
input-sutput tables, regional jncome statistcs,
and the survey of iovestment ambcipations.
Most of OBE’s statistical output in these areas
is made widely available through articles in
the Survey, and revisions are made frequently.

THE CAPITAL STOCK 3TUVDY

Updated and Comprehensive Estimates
The Capital Stock Study and reluted in-
vesiment estimzies are the areas of OBE’s
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RODENRT J. GONRFON

A Rore Event

operations with which I am most familiar,
Sipee 1967 the Survey has published historical
eatimates of the 5. private capital stock for
each yesr since 1925, sl these estimales
have been updated anmuatly te remain con.
sistent with the investment series in the NIP
secounts, A greet deel of detailed staristieal
inveatigation was performed o develop tha
historical investment sstins mesded to com-
pute perpetual inventory capital estimates be.
ginning as enxly as 1925, Since the servics
lifstime of some types of buildings is ssti-
mated by OBE to be as long as 60 years,
estimates of expenditures on these types of
structures had to begin with 1865. Another
advance was the devalopment of a3 “vonatant
cost 27 deflator for structores to replace the
deficiznt stroctures deflators used in the NIP
accounts, which essome that preduoctivity in
the construction indusiry is stetionary, Final.
ly, flexible compuier programs have heen
developed which allow the comulation of
constant dollar ipveshment series into a wide
variety of capital series for altarmative as.
sumptions on serviea Jifetimes and ratire.
ment patterns. For tha first time, sconometri-
cians ajtsmpting to study the sources of 1.5,
growth and to estimate production functions
have had a variety of capital estimates at
their fingsrtips and have not been forved to
search for appropriate figures in dusty and
absalete ald books

Doenmenintion of Proeadures

The Capital Stock Stady can, however.
be criticized on hoth procedurai and method.

Robert I, Gordon is Assivtent Professor of
Ecoromics, The University of Chicago.
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ologizal grounds. The compilers of the under
lying investment seties have not felt obliged
o observe even the minimum standards of
docuwmentation expested of Ph. D. candidztes
writing their disserlations, much less the out-
standing explanations aoffered by Goldsmith,
Keodrick, sad others in the tradition of the
Matiocnzl Buream of Econemic Research
{which OBE bhas largely replaced as a col-
lector of stakistics on capital). Details which
are necessary to appraize the accuracy of
the OBE fLigures can be obtained only in jo-
terviews which in some cases elicit vague re-
eponses hased op hali-forgotten worksheets,
The absence of detailed published descriptions
of procedures serves io cooceal degizions
which in seme ceses are highly guestionahble,
£ & “convention” in which the deflator for
electronic computers is always set ar 100,
despite evidence biaeed on hedonic regression
studies indicating that compuier prices per
unit of computer services have declined at an
anriual rate of 15 to 20 percent aoncally in
recent years.

Inherited Data

Another procedursl weakuvess is the ab-
sence of any zttempt by OBE to investigate
methods used by other agencies from which
OBE “inherits” data. OBE structures deflators
rely partly on indices (developed by the
Interstate Commeree Commistion and several
large private copstruction ¢omtractors) about
which virtrally nothing is krown, in particu-
lar, whether productivity change is teken
intg account and i so, hew., Sometimes
sgencies Tefuse to divulge how series are
conatructed; sometimes a rapid turnover in
the burcancratic ranks lezves aganciss without
zoy knowledge of the historical series which
they are currently publishing. In other cases,
OBE and another agency publish investment
data for the same series which disagres bat

for which no reconciliation has been attempt-
ed, e.g., historical eatimates of investment in
tractors, farm machinery, and farm tracks.

The Declining Capital-Output Ratio
The methodological weakpesses of the
Capital Stock Study ave shared with mosat
previous attempts to sstmate capital atocks
a2nd ars thus wmderstondable. The setimates
imply trend rates of growth of capitsl fnpat
which are crucially dependent on very wask
equipment and structures deflatora. In addi-
tion, until 1970 all publiched astimates im-
plausibly indicated 2 lower real gross capital
stock in 1946 than In 1929, leading $o the
“mystery” of the dramatic decline in the
capital-output ratio hetwsen thase yesrs!
which ia fact was due largsly to (1) hoge
edditions in World War I to the cepital stock
used by private firma but Ananced by the Gor-
¢rnment and thuos oot imcluded in the pri-
valely pumed capitel stock meamired by OBE;
apd {2) afailare le replace old unita of capital
on a normal schedule of peacetime prosperity,
leading te a “stretching” of lifetimes wnac-
counted for in azxy of the OBE capital steck
varjants, which all assume constani lidetines of
n given type of investment good. Further, no
attempt hae bean made to supplement capital
stock series with estimates of capital services
actually utilized, with the result that econome-
tricians have in most cases assumed 100 par-
cent ubilization aof capital in time serige esti-
mates of production functiops and have been

forced to rationalize away spuriously puzsling

coethcients, which typically show, for instance,
increaging returne to labor in the shoxt run.

A RESEARCH BRANCH FOR OBE

Improvernents to remedy these weak-
nesses are difficult te achieve, reguive hard
statistical werk, and suggest several needed
reforms in the organization of OBE. Since

*Rokert . Gordon, “§5% Billion of T.5. Pricam
[ovssiment Hes Been Mislnid” American Economic
Review, June 1959; George Jasi, “#45 Billion of
S Private Investnoent Haz Beta Miluid: Com-
ment,” sad Reply by Robart J. Gordoen, (bid., Decem-
ber 1970,
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OBE personnel engaged in the Capital Steck
Sindy have worked in virtuelly complete isec-
lation from the acedemsic profession, it is not
surprising that their work needs improve-
ment. The OBE Capital Stock work hea wat
to my lmowledge been the subject of even o
small conference stiended by academics, nor
have the spprepriate OBE personnel traveled
to universgities ko give seminars on their work.
OBE's isolation contrasts strongly with the
close academic ties of the research staff at
the Bureau of Labor Statistics, the Federal
Resarve Board, and other Federal agenciss.
The activities of thess other agencies sugpest
that OBE could benefit by a greater attempt
o separate its operations mte two halves, a
“eurrent stabistics™ branch and a “research”
branch, particalarly since the pressure of day-
to-day estimation responsibilities tends to be
the most frequent excuse givem bo explain
the abesnce of adequate written docorments-
tion and mecademic commumication. An addi-
tional reform with a potentislly high payoff
would be an increased effort 4o hire new
FPh.D's. &5 professiomal employess and eco-
nomics graduate stadents as summer interns
to do “grubby® ressarch nesded to imprave
histarical eqtimates.

THE S[/RFEY: FORDM FOR CONTROYVERSY

Aside from the Crpltal Stock Study,
numeraus other areas in OBE’s purview could
beneafit from ac inmcreased research effort,
which could lead to the increassd use of the
pages of the Survey as a forumn for debate on
controversial issues. Thers are fonr subjects
needing early attention.

A GrossdFross Navonal Froduet

Techniques appropriate for the zarly
eatimation of a sapplementary set of national
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aceounts, ta be regularly published and np-
dated, should be developed, basad on broad-
ar concepls of investment and capital, which
wauld include investment in education, re-
ssarch, training, and other activities as part of
2 “grossgross national product,” slong the
lines of the recent exploratory research of
Kendrick and the Ruggles. Related to this is
the long overdee raarrangement of the bosic
accounts to separate investment by consume
ey in antomobiles, mobils homes, and college
education from “true™ consumption purchases
like food, gasoline, and theater tickets, with
a conseqoent change im the preseat meaning-
isss concept of the “personal saving rate"
which is presently published.

Subtracting “Bads™ from “Gooads?

A possible response by national income
accountants te the claim by ecclogists and
others that the rezl growth of GNT is exap-
gerated through the failure to subliract the
production “beds™ like pallution from the
production of goods should be investigated,
For instance, should the addition of pollution.
control devices to aulomobiles be treated as
an Increase in quelity ¢r s am jncresse o
price? The lztter suggestion bas apparently
gaiosd in popolarity recently among those
who point to the involontary nature of such
expendilures, ignoring the upmeasnred in-
crease in welfare caused by pollation reduc-
tion, which, hy ita nature as a pare public
gond, must be financed by compulsion. A re
lated question is the poesiblity of separating
increases in real GNP inte “urue™ welfars.
increasing expenditores and expenditore io-
creases on burglar alarms and security guards
which simply offsst a riss in crime which is
uarecorded in the statistics.

The Price of Homeownexship

The factors which have cawnsed a con-
siderably faster rise during 1968-70 in the
Consurmuer Price Index than in OBE's deflator

i)
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for Personal Copsumption Expenditures
should be discussed. The discrepancy origi-
mates in the differing treatment of the price
of homeewnership by OBE, which iz attempt-
ing to measure the price of impoted rent and
uses an implavsibly sluggish rent ndex as a
proxy, and by the Burean of Labor Statistics,
which constructs a homeownership index
which rises with extreme rapidity end thus
aggravates the inflationary spiral through
the role of the CFI ip wage negotiations, aven
though the index {a} in based on an abso-
lutely secret index of house piices which no
outsider haz ever seen ar discusssd: (b)
tezts sll price increszes in used houses as
pure increases in the cost of living to homwe
purchasers, while totally ignoring the offset-
ting benefit of capital gaine to home seliers;
and {c} fails to adjost rising mortgage ins
terest rates either for the vast numbers of
homeowners who held existing mortgages at
fixed rates or for the conuibution to the
ioterest rate imcrsase of entivipated capital
gains by new borrowers.

Survey Iala on Econmomle Questions

Economists ate pgradually becoming
aware of numerous economic questions, &,
determivants of saving bebavior, which can-
oot be apswered by aggregate tme series data
znd for which carefully designed micre aurvey
data are required te achieve real advances
in knowledge. OBE is the cbvicus agency to
ovganize the colection of pew survey data;
€.g., @ continuous panel of consumers and
businessmen could be polled an the chanoels
of influence of monetary policy, along the
fines of the 1967 survey by Crockett, Frisnd,
and Shavell.

Financing the Forum

In many cases published papers in the
Survey on these and other topics would in-
valve both OBE staff members and outside

academics. There is no reason why some of
these outeide papers could not he fnanced
by ORBE research grants along the lines pur-
sued by nomeroua other Government agem-
cies; as one exanple, OBE conld probably
achieve a considersble improvemsnt in some

‘of its historical series at very low com by

financing doctoral dissertations by gradnate
slmdents in eeonomic history. Dy contracting
out some of its mere difficalt and tediows
research tasks, OBE would free more of ils
staff memkers to mzintain and revise seriss
oo which the basic ressarch was condwcted
by oatsiders.

A CENTRAL STATISTICAL OFFICE

Issuss ke the discrepancies hatwesn OBE
and Depariment of Agrieniture data on farm
investment or batwesn OBE and BLS indicas
of consumer goods prices inevitably lsad to
the suggestion that axisting scattersd Federal
statistics agencises be gatheysd m a Central
Srabistioal Offics. At pressnt, sstimates for im.
portant data serles are gathersd by isolated
bureaucrats in ssparate agencies who pay little
attention to one apother's work. In ray own
mtsreiews 1 have found numercus agency
stalf emernbers whe wers oneware of dis-
crepancies betwoen their own statistical serles
and related ones and whe had ne ides how
differenices had srieen, often because historical
sstitnates had been mmade decedes earlier and
had Been accepted withoot question by esch
sucteeding generation. The centralipation of
most Government smployees engaged in the
gathering of economic statistics into 8 CSO
would facilitate the establishament of a well-
finsnced, progressive research division which
witlld attract more eacily the advics, criticism,
and participation of academic ecomonuiots,
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P (nc can zcarcely he invelved in
business analysis without a thorough famil-
arity with the Survey of Current Business, its
conlenis and its ground-bresking studies. In
fact, much the same can be said of the work
of the Ofice of Business Economics generally.
Rather than comment on the broad range of
datz creation and analysis which character-
izes the work of OBE, I should liks to single
out certain specific arcas where the Office has
made major contributions and where further
efforts hold promise.

BALANCE OF PAYMENTS

The presentation and interpretation of
these data have bean particularly outstanding.
Over the vears, improvements in the detail
and quality of the numbers have enhanced
our understanding of the payments mech-
anism,. Gne shortcoming in the system is the
relative pavcity of information on US, direct
investments abroad. These form an iotegral
part of the L3, business strocture, wet the
quality and sporadicity of the duta often fros-
trate attempts at detailed analysis. It is hoped
that the development of sources and uses of
funds data for US, direct investmaent affiliates
abroad can be updated and expanded. The
newly established quarterly surveys of earm-
ings data of US. direct investmenta com-
parable with the annnal surveys will be es
pecially helpfal in improving the halance of
paymentz presentation of the direct invest-
ment effects. {t will also provide one of the
ingredients needed to produce, evectually, a
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quarterly staternent of the intemational ins
vestment position of the U.S. Of great value
to usars of balance of peymects date would be
a more frequent issuing of a basebook, say,
gvery two or three years, Owing to the aub-
staptial revisiens in quarterly data, it would
be convenient to have the most recent “final”
figures in one easily accessible place.

INMIT-OUTPUT

Mainly as a result of OBE’'s efforts, re-
cenl advaoees in techniques have besn quite
encouraging. Unfortunately, there has been
a tendency to “oversell’ the use of impat-
autput in micreeconamic analysiz. Our knowl-
edge of the dynamic behavior of the input-
output coefficients - js still primitive and s
unlikely to improve measyrably in the near
futnre. Henee the immediate payoff in appli-
cations is very likely to fall short of expecta-
tions, endangeting research budgets in this
area. Although the major payoff is still macy
years away, the analytical rewards are poten-
tially so great that curtailment of data collec.
tion in this area becayse of a shortfall of
expectations would he most unfertunate.

Thers are, however, immediate improve-
ments that could enhance the applicability of
input-output data to specific industry analysis.
First would be the development of matrices

Alan  Greenapan s President, Townsend-
Greenspon #nd Company, Ine.
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which show what products each indnstry
makes and what inputs each industry buys,
similar to the indastry/produect snd produoct
abeorption matrices developed by R. A. Stons
for the United Kingdom. This approach oan
be more meaningfully related to specific in-
dustry structures and bypasses the dificulfies
in working with “trensfers” data which “the
OBE input-ontput system reguires. Second,
the devsiopment of assvciated capital fow
tabies that show purchases by industry of
each 1ype of producers’ duvable squipment
and constroerion would be a very nssful
appendage to the existing data bass, The in-
itia) work of the BLS in the area has already
proved valuzble.

INCOME AND PRODUCT ACCOUNTS
Considering the types of data and esti-
mating procedures invoived, what is remark-
able zhont rhis set of aceounts iz that they
wark so well. Additional work iz indicaled,
howevar: for example, the development of
quarterly gross product originating by major
industry groups, cross-classified by final de-
mand categories, perhaps tied to a simple
consolideted input-output system; investory
change cross.classified by product (st pro-
ducers’ prices), as well as by indastry; end
regional natismal income and pradust ae
coants, detabling interregzional transactions.

CAPITAL INVESTMENT INYENYIONS

This series is one of the very few indis.
pensabie inpats im any forecasting model.
Mujar amaprovements in applications counld
vinne from cmore detailed industry dassifica-
tions, especially for the nonmanufacturing
area, throngh & sspavate breakout of plant
auel motor vehicle purchases.

CAFITAL STOCK

Thias series has added a critical link te
the analysis of capacity, capital productivity,

labar productivity, and, indirectly,. profits.
Aside from further industry detsil, pericdic
reconciliations with actual book value daze,
as reposted by the Internal Revenve Service,
woald ba geeful.

., STANDARDS OF DATA REFINEMENT

The most encouraging direction in which
OBE s moving relates to the broadening of
the type of data which it fs making available
o uzers, in machipereadable and other forms.
OBE has implicitly svolved 2 certain standard
of data accuracy required for publication pur-
poses. This of necessity determines the pub-
lighed level of detsil in il numerous series
and, secondarily, the cpeed of dissemination.
Howevar, not all wsers of the data require
OBE’s level of accuracy and would be witling
to accept tradeniis for more detail and
quicker availability. Perhaps OBE shoald
present its less accurate deteiled preliminary
datz i periodic releases, with specific caveats
with respect to their degres of accuracy. It
is far better for an anelyst to have crude
data suggesting orders of dimension or direc-
tion than pp datz ar all. Certainly, the avail-
ahility of unpablished dzta on capital stack,
pross product origicatiog, product pricss, &ic.,
on compuber printobts, tapes, or cards has
made a major contribation o ecooomic
analysis,
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MR The Survey of Currens Business
and the Ofice of Busineas Economics provide
&n impertant and ever-impreving service to
the businzss, academic, and government com-
munitics. However, my comments will relate
strictly to my needs az a husiness economist.
OBE generates most of the important data
used by business econemists in their analysis
of the current economic scene az well as in
their forecasts and projections of economic
activity. The pationsl inceme and preduct ac-
counts, the input-cutput tables, and the ioter-
natfonal payments accounts provide key

frameworks for bmsiness forecasters, Thess

three essential sets of date are estimated by
OBE experts from a wide array of economic
stalistics.

TNCOME AND PRODUCT ACCOUNTS

During the paat three decades, GNF has
become 2 term known to nearly every adubt
in the US. It is conceivable that inpet-output
may supersede GNP in use by sconomists,
but, because of its complex technical aspscts,
it will not be used by the sverage business
man io explain the sconomy.

Over the years, OBE has strangthansd
estimates of GNP and its components. It has
striven o make the dats more acourate, nanTe
timely, eod more useful to meers. Only a few
years ago it began to releass quarterly eshi-
malas of real GNP. I bops that it will mova
in the dirscticn of providing even more tins-
ly data. At pressnt, estimates of guarterly
GNP ars now released ahout two to twe and
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a half wecks after the close of the guarter.
It i3 my understanding that OBE conld proe-
vide monthly estimates of real GNP during a
quarter, which, in effect, wonld make avail-
able key information on total dollar GNP
end rea]l GNP about six weeks earlier than at
present.

Howaver, OBE continuwes te emphasize
eggregation of data ratber than disaggrege-
ticn in its GNP estimates. It has stressed the
macre approach to the nationsl imcome and
product actounts rather than micro analysis.
Perhaps its current work in input-cutput, with
its emphasis on ioterindustry detail, will help
shift its focus toward the micro approach.

SURVEYS OF BUSINESS EXFECTATIONS

Faor those of us who regulerly make guar-
terly forecasts of GNP and its components,
the quarterly survey of anticipated plant and
equipment wxpsnditures provided jointly by
OBE and SEC is ona of the most impertant
tools in cuy kit. DEE should be praised for

- finally providing an annual estimoate of capi-
tal expenditures in December for the succeed-
ing yezr, and for irs detsiled industry break-
down of cepital investment in its [atest com-
prebensive revizion, reparted in the January
1970 fsswe of the Survey. But in the case of
the capital expenditores survey, as in the case
of GNP, more detsil would be usefnl to the
sconomic analyat.

For exampls, business economists need
regional breakdowns of investment expects-
tions, more industrial d=tail, and a breok-
down berwean expenditnres for plant and for
equipment. Among new projects, 1 believe the
division of capital investment should get the
highest priority. Of conrse my own depart-
meot’s spring survey of investment plans pro-
vides these various hreakdowns i order to

Douglas Gregnwald ix Chief Economis,
McGraw-Hill Publications Compary.
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satisfy the needa of individnal companies
for such dsta, but OBE conld provide us
with more accurate benchmarks than we now
have,

Althongh OBE's quartecly susvey of in-
ventory expectations has not yet reached the
game acceptance level among businessmen as
ite plant and equipment investment sorvey, it
has clearly taken a step in the right direction,

considering the fact that farecasting invem-

teries i= atill the moat difienbt arep for huesi-
ness forecasters. OBE should continue bo ex-
pand its efforts o this ares.

Another expectations survey carried out
by OBE, which business economists working
for multinational companies consider Lopor-
tant in their 2nalysis of the world bosiness
scene, i3 the semdbancual sorvey of expandi-
tates for property. plant, and equipment by
foreign sffliaves of TS, corporations. The
results of thess survays ave helpful to thoss
of s who regularly attempt to estimats
what's happening tc onr international pay-
ments. Bur here, wa, 1 would like 1o =ee.
OBE present more indosirial and regional
desil,

INFUT-OLTIUT

OBE's research in the input-output btech-
nigue and the development of mput-ontput
tables has gemerated considerable interest in
this technique but mora recently among mer-
kstors rather than economists. As wa all know,
input-quipyt i ok a new tool for the ecom-
omist, but, with iz stress on the miere
over the macro, it is hecoming a useful tenl
for mavkst vesearchers. I balieve, however,
that OBE shonld coolinue ta sirees the dan.
gers of wing snch tables a2 a source of

precise marketing data. Under present cir-
cumstances, we are not likely to see the 1967
tables before 1972, but an effort shouwld he
made to prepare thetn annually. Conecivably
this wonld cut the time lag mbout in hali
Ohviously, more carrent dats would be more
nsefnl to sll marketsr-isers as well 2= to
SCONOMiSts,

OBE AND THE CENSUS BUREAU

Bt seams to me that heesues of the TS,
Censias Bureau™s sxpertise in sample surveys
OBE has turned over to Cenzuzs much of the
job of datx eollection raletive to current eco-
nomic statigtics. Thin coold prove beneficisl
if Census and OBE experts were to work
mors clossty together. However, at present it
appears that the Censne staff lecks the judg-
mental gualities that ean he supplied by
QBE': staff. From some of the sconomic
statietica that I ses regnlarly, such a3 monthly
manufacturing shipments, it seerns o me that
the OBE and Cenaws experta rezlly don’t talk
1o each other about what thess data mean in
terms of current acomomic brends.

THE SURFEY -

I would aleo like to comment hrisflly on
the sppearance and conbent of the Survey.
Over the yemes its appearance has changed
significantly, and for the good. I¥ is now fox
more readable than evey hefore. Moreover,
the articles are now geared more and more
ta carrent and dnture economic developments
rather then historical performacce. This
makes the publication a more valuable source
of information for the business economist
now then it has ever been. Nevertheless, there
ia #till opportunity for improvement hoth in
format and in contept. | believe more smpha-
sis should be placed en future economale de-
velopments. Clearer prase should be one of
the goals, to make the Survey even mors
readsble. Finally, instead of repeating the
sarme set oi charts every month, 1 would
like to see the important developments in
the economy highlighted through a fow
charts.
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SR The Survey of Currend Business
= a publication that I BM. economists nse
more extensively than any other, consistently
providing us with highly raadable, weil-orga-
nized, snd insightful material. It hag become
aven more helpful in the past few years by ex-
parding its horizons to sncompasa a variety
of special erticles, including shudies by omt-
side authorities (e.g., thoss omn productivity
by Denison and by Jorgenson and Griliches
ard a Raocal policy model by Thurow) and
alternative calculations of the implickk GNP
deflator. As for the (Hhice of Business Eca-
nomics, it deserves the highest praiss for its
rigatous standards, the professionel compe-
tence of its ataff, and the invariable soop-
eration of iz membere whanevar we have had
oceasion o coneult with them. Both the pro-
fessional sconomic community and the barsi-
ness community ows a desp debt of gratitude

to George Jaszi for his high-principled, dy-

namic, and outstandingly compatent leader-
ship of OBE.

I wonder whether it is gemerally recog:
nized how moch sodern business manage-
mept depends on underlying economic date
for its planning and decisionmaking. At LEM.,
for exampls, economic forecasts based an
these data are generated by qoarterly apd an-
nuel econometric moedels. The forecasts are
importzot inputs in developing projections
of business velumes, smployes compensation,
and plast and squipment requirements. Fors-
casts of GNP and related verizhlas by indus
try, which we obtain with gur iput-sutput
model, are an tegrel part of LLBM.s indus-
try merketing and planning approach. With-
out ‘the underlying economic data—of eaf-
fictont quality, detail, and timreliness—all our
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modelbuilding activities and much of the re.
lated planning pracess woald be virtnally im-
possible, Thus, the Iollowing auggestions for
dala improvemant in large measore stem from
practizal business besds.

THE MATIONAL INCOME ACCOUNTS

Monthly GNP Estitnates

The bady of stonemic statistics prepared
by our Goverament has been properly re-
gardsd as among ths very best in the world
in terms of quality and comprehensiveness,
largaly as & recult of OBE's efforts. It iz no
criticism of OBE, thersfore, to say that, not-
withstanding this position of leadership, there
is congiderable room for improvement. Recog-
wizing the budger constrainte that presently
affect all Government agencies, we urge that
wspacizl cave be tzken by OBE in establishing
prioritias for new undertakings. In thiz regard
ws questicn the wisdem of the substantial
new endeavar to develsp estimates of gross
vatienal product on a monthly basis. The
resulting statistics will most likely have an
erratic character which will reqoire more
analysis and explanation, will have a far
waaker dats hase {even given the afforts
urderway bo minimize this deficiency}, and
will entail more probleme of seasenmal
adjustment. In our view, the resources ab-
gorbed in this way wonld be more effectively
utilized in improving the zecuracy and detail
of the presently constitured national income
and prodoct accounte.

EBreakdown of Gavernment Purchases

Among the NIA sectore, gorernment puor-
chases should he further refined. We should
[k to ses estimates of government capital

Dovid L. Grove is Fice President and Chief
Economist, Interngtlonal Business Machines
Corporation.
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spending, broken down by equipment and
structures, ellocated by defepse, Federal non-
defense, and State and lacal goverament por-
chases, and of spendieg by government enter-
prises. Quarterly constant dallar data on Fed-
eral purchases shonld be disaggrepated inte
defense and nendefense components. And, in-
dead, the annnzl talde on purchases by object
classification (table 3.11} sitould also ba pub-
lished in constant dollars, and ar least the
current doltar Ggures should be made avail-
able quarterly.

In the business spending ares, we believe
that there is a great need for carlinr revision
of the quarlerly zstimatsa of outlays on pro-
ducers’ durable equipment prior ko the July
revisions. Because of the timing of the OBE.
SEC surveye and the fact that provisiomal
estimates poromally hold until the next July,
we have for many months *“actnzl™ cesalts
which in good part are based on plane and
are subject to extensiva revision. One solu-
tion would be to time the surveys two or
three weeks sarlier v meet OBE's provisional
ssthnatle deadlines, bt this would invelve
soms seasonal adjustment problems. Perhape
& bettar course wauld be ta relsass the pro-
visional estimales two to thres weeks later.
It also would be desizable to add to the capit}
spending surveys a question which separstes
sxperalitures on equipment from expenditures
on plant,

it would be very helpful if OBE would
resxamine the procedure for estimabing the
deflators for private nonresidentiol fixed in-
vestment. These give us concern because they
appear to vary considerably from the esti.
mated price increases on plant and equipment
outlays reported to McGraw-Hill, after allow-
ance for diferences in indusiry coversge,
sampling, and the impact of changing mix
on the defator.

Greoter Dotpil in the PCE Table

In the comsumption sector, we believe
that the Census Buresn should develop more

underiying scarce daia on service componants,
It would salso be wseful to have the quarterly
table gn personal comsnmpiion expendilures
by rype (tabde 11] poblished in coostant ax
well a= corrent doflars,

Better Employee Compensation Data

On the inceme side, theoreticians amd
model-builders would be prateful for some
separation of wages from salsries, Perbaps
also we could get an addendum item on com-
pensation for times not worksd,

Seasonal Adjustmeni

Unadjusted data should be published om
a corrent besis—at least for GNP and the
major components, Many users would wel-
eome an ofbcial description and appraisl of
the methods and precedures nsed o ssason-
ally adjust the national secount estimates.
The need jor such & description znd spprajsal
iz even more pressing in light of the new
efferis joward coustructing monthly GNP
catimates.

Methodolozy

Those of us whe are required $o forecast
would appreciate any help OBE can provide
both on techniques it wses in estimating GNE
components and on any generally unpublished
information aboat developments materially
affecling the cwrrent gquarter’s estiprates. An
up-te-dote methodologicad sourcebook would
b an idest imsteument for accomplishing
the first objective. It could, for example, note
that the eariy “change in business inven-
tories” estirnates incorporate an expected pat-
tern of upward revision of the prelimivary
Census data on wholesale trade stocks, and

"In u recenl papar (delivered at the Annual Meet-
ing of ths Armrcon Economica Association, Detradl,
19701, Roranoe Cole, 8 mambar of our saff, finds
that 'he esticbatss of quoerter-to-guarier changes i
GNF are dominated by the method of seasonal ad-
jusiznent. Estimates Based on altemalive ssasanal
wdjustoiend procodores show agme considerable dis
patities from the oficial cotimates of GNP during
the past Gve yeaxs.
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it should specify in what otber sectors this
approach is nsed and the patkern of the ex-
pected revisione in the indtial date. With
regard ta the current gquarter, we know, for
instance, that muck of the shortderm varia-
tion in nondefense Federal purchases iz in-
fluenced by the erratic behavior of Commod-
ity Credit Corporstion sales; it would be
helpful if OBE woull mention these and other
peculiar developments in the sarlicst paseible
“Business Siteation™ articles and explain
how they will be treated.

MORE TIMELY INPUT.OUTPUT DATA

Turning to the input-cutput accounts, we
wish to coogratulate OBE again for another
major contribution, However, in coobrast to
out views on the NIA dats, hate we strongly
prefer greater pericdicity and timeliness of
results, aven at the expense of less disaggroga-
tion. The time span between the reference year
apd the publication date of the input-output
tahles i» extremely long—six years, in the
case of rhe 1962 results, Moreover, not antil
1971 can we expect constant dollar data for
the 1963 matrix which can be related ta the
previous tebles and permit more meaningiul
analysis. The disaggregation to 367 industries,
while providing some obvicus adventages,
may decrease our knowledge of the stability
and reliability of the echnlcal coefficients be-
cause the figer delineation of indastries re-
sults in some changes in the allacation of
data incopsistencies within the ingermediate
demand area in the creation of the base
table: these rules should be stable over Hme
to permit proper snalysis of technological
change.

We beliave that OBE should be moving
in the divection of an annual apdating of the
input-output tables, This would be desirahle
ever # provided on a much higher degree of
industry aggregation than je at present used.
In any case, it would be quite helplul Lo have
annual data, historicaliy and in the futars,
at the current level of aggregation for the
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hattorn and tight margins of the tabls—value
added, cost of materials, shipments, and the
eonfiguration of final demands.

OTHER SUCCESTIONS

In other areas, we should like to see an
evaluation of the mannfacturers’ inventory
sxpeclations aurvey. To what extent does it
help the forecaster? Also, we would be in-
terested in learning more sbout the OBE
economeltic model-—its predictive perform-
ance and the ways in which it has been
modified. In additien, it would be wsefal if
the entire body of data in the biennial Busi-
ness Statistics supplement were to be made
avajlable in machine-reedable form. Prompt
availability in this form of the annoal mid-
yoar NIA revision, particularly the sizable
one stheduled for mext July, would alse be
mast helpful to data baok users.

Or a different plane, some critics have
indicated thay the conrge of our society’s well-
being has too often been expressed in terms
of the national incoma accounts. Must of us
would contend that these are pecessary,
theugh far from sufficient, indicators of na-
tioral progress or retrogressiop, a point they
OBE could stress a bit more in ils writlngs.
Certainly the expansion of a varisty of social
measutes, currontly in progress, wonld pro-
vide important supplementary ingights. With
its extensive oxpecknos I ecopomic accounot-
ing, OBE should help guide the development
of a mete comprehensive framework of social
and environmental accounting,

The fiftieth anniversary of the Sursey
provides a very suitable occasion for ecom-
ormiste and businesmen to recognize ex-
plicity and publicly how much we s/l depend
on the cutpat of OBE and how fortunate we
are that its standards and objectives are so
hizh. These iwin considerations are what
makes us venture to demand so much more
of it for the future.
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I The Office 0f Business Econom-
Ics is to be congratulated for its wnsirpassed
statistical and analytical comiributicn te
understanding the economic activity of the
H.5. over the past ifty years. The Survey of
Current Business continues to be the hikle
of apy practicing business economist inter-
ested in the U5, economy. | commend you
for naing vowr fiftieth anniversary to lock
forward ro challenges ahead as well an to
evaluaie the fine accomplishments of the past,

INTERPRETATION OF QOBE DATA

Herw ara a few supgestions for the fu.
tare. In my judgment, OBE yaust strengthen
ite leadership rola not only in the provisicn
of eronomic data but alec in the interpreta-
tion of thore zame data for the hasiness com-
munity and the genersl pablic. Understand-
ably, the OBE astaff works so closely with
basic economic ioformation thal it is easy
at times for the data to become aimost an
end in themselves. Surveys of invastment
anticipation snd consnmer spending plans are
definite steps in tha right dirsction. It would
be helpfui to add to each issue of the Survey
a thres- to six-month outlook anslyeie for
baste indicators of husiness eonditione.

A GROSS SOCIAL PRODUCT

Many people now ses coming to recog.
nize that the gross nationst product comcapt

may have reached the zenith of its usefulness
=-glthough this is not to minimize it= im-
portance in the folure. As a result of the
major changes that the American pelitical
econciny is experiencing, the need to measure
our economy's performanmce in “social and
gualitative™ terms as well as stricily economic
terms is becaming argent. The development
of some measurss of gross social production
should be high an your priority list of new
projects for the future. I envision the day,
I hope within this decade, when practicing
business ecopomists and forecasters will ba
able o make some meaningful quantitative
comparisona hetween the rate of inflation, the
rate of growth o real GNP, and the rate of
socizl or qualitative progress. Your contribu-
tion to the latter measure wil! be instrumental
in helping to shift the emphasis from tradi-
tional “growth for growth’s seke” to “higher
quality of life” ohjectives required for the
foture development and goidance of our ra-
tional ecomomy.

A related problem shonld slse ba pointed
gat. Cur present measures of “rea]™ output
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are headed for major difficulties, as for as r».
lying on them for making nationsl and inters
national policy decisions is concerned. The
focal issuss are (1) the relative incresse in
the sarvice sector of our sconcmy, g sector
in which cost-push inflation seems rampact
while data on costs as well as oniput are still
rather crude; and (2) the inevitablz rise in
living costs 2s now measured becanse of in-
creased public znd private outlays 1o improve
the envirooment. We face the prospect of
making progress zgalost some fraditionsl
forme of inflation and yet not getring credit
for such improvement as home or abroad
because the availebls data for measuring such
progress have Jittle or ne comparability with
pest measures or with those used in orher
countries, whers concern shout the integrity
of the doltar is e constant zubject for eco-
nomic apd politicat disenssion aod action.

FOUR-DIGIT INDUSTERY DATA

Econometric techniques fox relating in-
duztrial input-cutput anabysic ko macroaco-
nomic forscasts are increasing rapidly. As a
result, there i growing need for data on an
industey bagis (down to the SIC four-digit
besiz) that is counsistant with the national
income accowits dsta, Seme thrust of your
future research zhould provide that consis-

teney.

FIELDr EXPERIENCE

As you embark on the next fifry years,
may T also encourage you to have your peaple
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spend more time in the field. Such field
experience will not only be an important key
to the success of wour emerging interpretive
rols, but alea will ephance your ability to
provide vseful information and forecasts ho
Federal policymakers as well ae to obtain
increased business support across the Natlon.
I am weil aware of your financial con-
strainte and reslize that each suggestion made
carries with it the need for =some funding
ualesz other programs can be refuced. Sup-
port for OBE in the final sualysis, of course,
will depend upon the psgessment of users
inside and cutside of government. Let me say
for the vecord that Bank of America coo-
siders pour work to be sxcesdingly worth.
while for business as well as government.

Walter E. Hogdley & Execwtive Fice
President, Benk of Americn.
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Winning she Budget Dollar for OBE—or Can Statistics Have Sex Appeal?

IR The Offce of Business Econom-
ics, with an annoal budget of less than $4
million, muat surely be of more use directly
or indivectly to more people per dollar of
budget than zlmost any other Government
agency, Yet OBE is in a contioual struggle
with Congress for even the very modest
amounts needed to maintain and lmprove ita
various statistical! and analytical programs.
Why should an agency whose work is 30 wide-
iy used have such a difficolt Hme in the
struggle for the budget dollar?

No doubt purt of the problem = that
there are few ittms in the Federal buadget
which are politicelly as sexless in the eyes of
a Congressman as a nmew statistical tims
series or, worse yel, 8 program lo improve
the quality of an old one. When compared
with new money for &n item in the Rivers
and Harbors Bill or in HEW appropclations,
the idea of spending perhaps $100,000 to
expand the plant and eqoipment sorvey to
inchade &)l commercial enterprisca is of little
appeal, If the Coogressman or Senator in-
volved thinks that the Federal! Government
already hes too much information in hand,
such an item is likely tc have litfle or no
audience in the counsils of Congress.

A UNIQUE MARKETING PROBLEM
Buyers and Consuiners

The challenge of *selling™ OBE programs
to the appropriations committees of the Con.
gress can ba conceived as a unigue problem
in marketing. It is unigue in several ways.
First, the “buyera™ or “castomers,” il we de-
fine theee as the people who must provide
the innde, ie., the appropriations commitiess
and the House and Senate, are not, for the
maoet part, the major nsers of the data which
would be generated by new appropriations.
0Of courze various date from OBE will be
quoted in committee haarings on econcmic
policy problems, snd to the extent that Con-
gressmen and Senators use this mformation

they are consumers, but surely the great ma-
jority of the users of OBE data are nct mem-
bers of Congress,

The primary copaumets of the data are
a host of decisionmokers and staff advisers
to decisionmakers in the private sector and

i the vzrious levels of government through-

vot the country as well, The DBE data {and
this &= true of other govervment-gencrated
data as well) pass thyough o series of chan-
n=ls of distribation which might e compared
with the chanoels of distribution of physival
gocds that move from manufacturer to uld
mals consumer,

Repackaging 1the Product

Perhaps the most curbous Isatare of OBE
data, however, whent one views thest g 2
“consumer good” in aome senge, is that they
are repackaged in a wide variety of ways as
they filter through the *“'channels of distriby-
tion” Lo the nltimate user. This repackaging
goes so fr a3 to remove from the final prod-
uct any reference to the original producer,
namely, OBE.

Bosinezy Periodicals

Who are thess “rapackagers™? One could
cite the varicus Business perindicals that
interpret economic developments for their
clientzles. Foremost among these oo a nativnal
basia for the total business community might
well be the Wall Street Journwl, Business
Week, Foreupe magazine, and the financial
writers jo the dafly press. For individual in-
dustries and trade associations there are a
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hast of newspapers smd magazines that use
OBE data as basic raw material in their -
porting of economic developments of interest
to their clientele. One can only fmagine the
fmpact of such sources of information on the
decisionmakers in the Latal sconomy.

Anyone familiar with the information
generated by OBE can clearly see wheere its
data have been msed in articles in these vari-
ous periadicals, hot rarely iz the source of the
dats noted. This is not meant as a criticksm
of the “repackaging™ articks. They nse in-
formaticn from a variety of sources, and to
insist on foolnotes or other meane of identify-
jng the origin of each number in an article
would convert it from easy veadahility to the
turgid proes snd intrusive footnating that
one finds in lew journals. (zood repackaging
often virtually requires that OBE not he men.
tioned as the ssurce.

Corporate Siaff Reports

But OBE data percolate through to de-
cisivnmakers in a variety of other ways as
well, without the decisivnmakers being sware
that they are indehted to OBE. In the course
of any given 12-month peried there must ke
thonsands of staff reports using OBE dats
which go to decisionmakers in the bondreds
of corporate and government wmits in the
country. One can imagine, and probably with
accnracy, that theve are countless staff reports
within corporations, for example, which have
involved the use of DBE datz at critical poinks.
But aa the information is refined and con-
depsed on its way to the top, the table (i
there was z table in the first place) dissp-
pears, along with its fooinote citing OBE as
the source {if there was a footnote in the
first place}.

The net result of this process ia that OBE
has no political copstitusncy with any resl po-
tency. OBE data figore in countless decisions
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hut the decisionmakers have no way of know.
ing, without doing some homework, their
indebtednsss to OBE. An army of staff scon.
oraists around the couniry may value greatly
the work of OBE, but how much lobbying
strength can they mount compared with, for
example, the professionals from the defense
industry or from = labor graup?

Invisible OBE

No doubt ancther reason for the lack of
suppert for OBE programs stems from the
cuticns lack of wisibility OBE enjoys among
the collection of satrapies that constiluies the
1.5, Department of Comtnerce. For hiziorical
reasons that are by no meaos clear, newspaper
stories will begin, “the Department of State
today anncunced that” or “the Department of
Agriculture will scon™ or “the Treasury De-
partment plans to,” but stories from the De
partment of Commerce are far mors likely to
say that “the Census Bureau reports” ar “the
U.5. Patent Office has granted” or “accord-
ing to the Nztional Bureau of Standards.”
Few citizens will recognize thet thess agenciss
are really bureaus within the Departaent of
Commerce.

Yet somehow when the estimates of the
gross national product or the balance of par-

mepls or personal intome are anoounced,

Richard H. Holten & Dean, Scheols of Busi-
ness Administration, University of Caeliforniz,

Berkeley.
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they aze commonly attributed to the “Depart-
ment of Commercs,” and much less frequently
ta the “Offics of Business Economics.” Thas
OBE has very limited visibility among the
general mablic.

HATE OF RETURN ON ORE'S PROIMICT

Presnmabiy, much could be done to avlve
this problemn H we bad some satisfactory
means of measuring the value of statistical
information and analysia of the sort produced
by OBE. How might one measare the bene-
fits azsociated with any particular OBE pro-
pram? What wonld those henefits amoum
to? I one views the problem in oversimpli-
fied terms, it mighr be argued that we can
aftord to spend for improved information an
amount up to the value of the incremental
GNP cesulting from that improved informa-
tion. This puts the problem in its crudest
and simplest terms, parhaps, but it gives as
some notion of the importence of this service.
H better information raizes GNP by 000
percent, a triltion-doflar GNP would suggest
that we could spend 3L billion on the pro-
gram. Or i a new program in OBE were to
cost §100,000 aonually {a program of mod-
erate size, in OBE’s experience), GNP would
need o increass by ooly 000 percemt if
our measure = incremental GNP relative to
incremenial costs.

Tracing through the effect of improved
information on decisicns in the economy as
a whole js, of course, an impossible tank.
Conaequently. one is left mumbling to oneselt,

st to speak, that the OBE programs would
geern o be ap awintlly good buy for the Amer.
fean people. So OBE continues to suffer from
lack of a visible constituency, from lack of
“image,” in the parlance of Madison Avenus,
and From owr insbility ta estimate satisfactor-
ily the value of the kind of mfarmation it
genetatss, The Faderzl Stetigtics Users Con-
ference is & step in the right direction, bot
it ¢an scarcely expect to develop any real
political clowt without the heads of a fow
major corperabions and/er trade vmions en-
tering the lists for OBE. {And somehow that
eventnality boggles the mind.) Perhaps it is
in the nature of thihgs that genaral-purpose
economic data have limited appeal to slected
representatives, especially if they are dubious
ibout the black ast of economic analysis in
the first place. But coosider the plight of tha
practitioner of this 2ct if he wers vobbed of
hizs OBE mformation! In Hght of the erueial
importince of OBE data for economists in
the formuolation of business policy, mut we
practitioners not mount a more succassful
lehbying effort in-suppert of edpanded OBE
programs?
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Economotriec Rescareh and the

SN F-onomelric research in Hie

IS, relies heavily on the national ncome

and product accounts. Econcmetric models
of the 1S, economy are largely directed to-
ward explaining and predicting national prad-
wit and income variables. Behavieral equa-
tions in these models—consumption function,
investment function, profits equatiom—refer
w voriahles defined as part of the mational
product or naticnal in¢ame accoumts.

Detailed studies of industey employmant
and investment behavior #lso rely on national
accaunting data, Investment expenditurss and
the nitmber of parsons engaged are measured
by OBE and publizhed togethar with national
accolnting data. Explanatory wariablez such
as industry oulpmt levels, rates of compensa.
tion of labor and capital, and product prices
mey be taken from breskdowns of unational
accourting aggregatez by industry group.

New and fruitful directions for ecomo-
metric yessarch are popsible within the exist-
ing framework of the U.5. national aceonnts,
batt many promising lines of research yequire
new aceounting data. The purpose of this note
is to describe poesibilities for econometzic re-
search thai necessitete extension of the na-
tional mcecunts and their integration with
other spurces of economic data.

New data o real outpat and real factor
inpat zre nesded for the study of production
at both aggregate and induetry levela. Con-
temporary theories of household behavior ve-
guire the integration of income #od product
data with national wealth acconnts. The study
vf demand for real and financiel assets rs
quires integration of Income and wezlth date

S0th ANNIVERSARY ISSIE

DALE W. JORGENSON

with Row of funds accountz. In all three areas
of research, dats on capital service prices and
rates of return must be generated and nte-
grated inta the national acceunting frame-
work,

REAL PRODIICT AND REAL FACTOR INPUT

Gross national produect in real terms and
ity Tates of growth are probably the mest
widely used national atcounting measures.
The measurement of real gross national prod-
pet iz stendard in wnational accounting prac-
tice. Quantities of output delivered to final de-
mand are measured in a5 much detail as
pussible. Individual product measures are
aggregated inte an overall product measurs
asing prices as weights,

In econvmeiric studies of production
junctiony, data om res] product ave snalyzed
together with data an the ultimate factors
of production—Llabor, capital, and land—sup-
plied 1o the econviny. Real factor inpnt iz an
averall measure of the quantity of these pro-
ductive fsctors supplisd. It corresponds to the
real side of the national income accounts in
the same way that real product corresponds
to the real sida of the natioval expenditore
Aecounts.

Conceptually, the problems of measuring
real factor input are similar to those of
measuring real prodoct. Quantities af mdi-
vidual factor inputs are measpred in 28 much

Dala B, Jorgenson is Professor of Economics,
Hargord [ntversity.
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detall as poasible, Individual factor measurea
are aggregated Into an overall fzctor input
measure asing factor servive prices as waights.
Despite similarities betwesn real product and
real factor input measures, real factor input
ond its components have yet 4o ke incorpo-
rated inte the US. pativnsl income and
product accounts.

The main difficulties in measoring real
factor input are practical rather than con-
ceptusl. Just a= individual products are ag-
gregated inte an overall prodmct wmeasure
nsing prices as weights, individnal labor in-
puls may be aggregated into m Iabor input
measure using labor compensation rates as
weightz. To complete the measurement of
real fzetor input, capital compensation rates
are raquired as weights for individual capital
inputs.

Labor compansation rates cortespond to
wage rates adjusted to incorporate other labor
rosts such as bepefits and payrolt taxes. Capi-
tal compansation ratss corrsspond to rental
rates, adjusted 1o incorporsts capitel costs
such as depreciation and property taxes. For
most capital inpute this involves an indirect
fmputation of rentzl values from data on
profits, interest, depraciation, and taxes paid.
An imputation of this typs is already carried
out fer owner-uecupied housing in the U.S.
national neecante.

Imputation of rental values for all capital
inputs requires data on property income, ins
cluding depreciation snd both direct and in-
dirsct taxes paid, as statistical raw material,
Data nesded for perpetual inventory estimates
of capital stocke are alss required for impu-
tstion of remtal valoes of capital inpet. A
comprehensive aggrepale measure of real

jLL)]

capital input and real facter input hes been
constructed slong these lines by Christensen
and myeelf for the period 1929-1967 for the
{15, private domestic economy.

The first step in imputation of rentaj val-
ues i to constract data on gapital stocks in
current and constant prices. The implied esti-
mates of sconomic depreciation are then com-
bined with information on rates of return and
the tax structare irputed from data on prop-
erty income. The result is a measnre of the

* xental value of cach capital input, including

the real rare of return, the rate of economic
depreciabion, the rate of taxabion, ind the
value of the asset—all adjusted for the offects
of the tax struchire.

NATHONAL WEALTH

Contemporary theories of consumer be-
havior emphasize the interterapors} character.
of consumption and saving decisions, The
bouschold selects » pattern of consumption
which is constraiped by its total wealth and
which depends on the present and expected
futars prices of consumaption goods. In the
simplest theoty of this type conswmption de-
pends only on the present price of congump-
tien goode and the initisk wealth of the
household.

No measure of natbonal wealth is cur-
cently available an part of the [.5. national
aceounts. From a conceplual point of wiew
national weslth oceurs 23 part of a national
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balaoce sheet, while national income occurs
in a national income statement. The link be-
tween the two iz found in saviog and ipwest-
ment acceunts. Pstiod-to-pericd changes in
the current value of national wealth are equal
to saving net of economic depreciation plos
revaluation of existing assels.

Grosa private national ssving, as defined
in the TS, natienal income and product ac-
counts, provides the basis for estimation of
period-to-poriod changes in netional wealth.
Economic depreciation of existing assete noust
be estimated to ohtain net saving. In the pres-
ent nationzl income acconnts economic de-
preciation is eslimated majely from deprecia-
tion allowances for tax purposes. Estimates
of economic depreciation from perpetyal in-
ventory estimates of capital stock would be
more sppropziste for the meesurement of
saving and for wealth accounting,

Estimates of saving must be combined
with estimatex of the revaluation of existing
asrets for the messurement of national wealth,
Revaluaticns are reguired as part of the impu-
tation of remtal veldes for capital inputs. The
data needed for perpetnal nventory sstimates
of capital stocke are sufficient to Hok income
and expenditure sccounts with national wealth
accounts. Accordingly, the highest priority
sheuld be given te compilation of a compra-
hansive set of perpetual inventory sstimetes
of stocks of tangible aszets, including de-
preciable assets snd inventories, for the U.S.
private damestic scanomy.

Private national wealth includes the tan
gible assets of the privats domastie sector 0.
gether with net claims en government and
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on foreigners. Data on net clzims consistent
with the netional income accounts are avail-
able from the flow of funds accounts compiled
by the Board of Gavernors of the Federal
Beserve System. The main sobstacle Lo i
corperation of natiopal wealth in the T3,
national accounting framework is the com-
pilatiocn of data on tangible assets.

RATES OF RETURN

Consumption decizions mzy depsnd on
rates of return as well as on mitial wealth
and the curvent price of consumption gowds.
The relevant rate of return is the rate of re-
i after taxes an all of national wealth,
Itnputation of thiz rate of return hegins with
llow of property incorne gross of depreciaticn
and taxes. This fow must be reduced by eco-
numic depreciation and both direct and in-
ditect taxes to ohtain a rate of return relevant
ke gonsumplicn decisiona.

The sconometric study of production and
coasumption decisiona i3 a well-established
area of research. Economic theories of pro-
duction and consumption can ba implemsnted
at least in part by meaos of available national
accounting data, The thicd area of basle re-
search on economic behavior is the stwdy of
purtiolic choice. The study of portlolio de-
cisious is much less well established in econo-
metric practice. The analysis of these de-
risions requirss new secounting data on rates
of return on components of the national port-
folto. '

Rales of return enter into the stady of
praductien threugh the service price of capi-
tal input. The real rete of return 15 one com-
ponent of the servics price. The others include
cconomic depreciation and the tax structure.
Rales of return enter the study of comsump-
tian threugh the relative price of present and
fature consumption goods. The eelevant rate
of return excludes both business and personal
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taxes, while the rate of retorn relevant to
praductivn decisions excludes only business
Laxes.

The study of portfolio decisions requires

" data on portfolic composition for the US.

national economy and for individual sectors
of the econoimy. Thess data are already avail-
able irom the RBow of funds accotnts except
for satiefactory measures of stocke of tangible
azeete. The economic theory of partfolio
choice ax developed by Markowite emphasizes
the role of rominal rates of return in the de-
termination of portfolis compocsition. Data
on nominal rates of return for broad ¢lasses
of sasets are unavailable, a0 that empirieal
studies of portfolio choice remain a virtually
unwrithen chapler in sconcmetric ressarch.

The measuremant of rates of return ra-
quiree integration of income and wealth ac.
counts at a more fondamental level than that
required for the measurement of saving,
Flows of properly income must be decom.
poged intn depreciation, taxes, capitsl gains,
and wominzl rates of remrn. Separate flows
of property income are required for each
class of assetz—tangible a=atz and finaneial
claims of various [ypes—in order to rreasure
separate rates of return,

Flows of property mmcome for incorpora-
tion inte national income actounts exclade
capitsl gains whether realized or not. Capital
gains op an accrual basis are required for the
measerement of nomimal rates of return, The
selection of an optimal portfelio requires
data an nominal rates of retwen for each

2

agset in the portfolio. Capital geins on an
accrual basis are required for the revalua-
tion of assets in measwring period-to-period
changes in national- wealth,

CONCLUSION

Mational accounting date have provided
an important stimulus for ecomometric re-
search zt both aggregate and industry levels,
The absence of appropriate accounting dats
is a crippling impediment to progress in
cconometric research, as can be illustrated
equally well by siudies of the demand for
capital input in production, of the effech of
the rate of retum on consamption, or of the
unalysie of portfolie decisions,

In ¢conometric reseerch thus far, new
apconpting data have heen quickly exploited
as they became available. The econometric
rescarch of the foture will require a wvery
substantial extension of the existing national
apcounting framework., Mezsures of national
wealth and the associated rate of return must
be incorporated into that framework. Break-
downe of real and nominal wealth and real
and nominal ratea of return by economic see-
tor and by class of asset will be required.
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The Natlonal Accounts: The Heart of OBE’s Statisticel Program

SEREEE What would happen to the state
af economic analysis if the astatistical pro-
grams of the Office of Business Economics
were suddenly abolished? To ask this ques.
tion is to underscore the significance of the
programs developed by OBE over recent dec
ades, It is obvions that hesic ecomomin re-
sesrch, corrent businesa analysis, forecanting,
and the public and private policy decisions
that depend on sound economic stekistics and
analysis would all saffer greatly, It iz equally
true, however, that there is still large potential
for further constructive evolmiion of OBE's
programs in directions which ean significant-
|7 stresgthen scomomic analysis.

In the following remarks, T shall confine
myself to the pational sccounts, which are
the heart of OBE’s statistical program, as I
view it. Following the imitial report on na.
tional income in 1934, the development of
income and product aceonnts in 1942 and of
the interralated sector accounts in 1947 placed
the 1.5, in the forefzont of pioneering work
in the fisld, Its great importance was in the
creation of reasonably refiahle estimates,
haged lirgely om existing dats, within an
economic accounting  framework ensuring
completenesz and consistency and structured

for ugefulness jn apalysis and peliey formau.

lation. Furthar, the strocture i copable of
elaharetion, deconsolidation, and supplemen-
tation in a varisty of additionat directions.

Subsaquent rafinements and elaboration
hy OBE of the production account have heen
of grent utility to economists, In particnlar,
the preparation of estimates of GNP in con-
stant prices in 1951; of income and product
crigingting by industry in current and con-
stant priess in 1962; and the deconsolidation
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of product by industry inte an interindustry
sales and purchase (input-cutput) malrix in
1964 were major steps forward,

SAVING, INVESTHENT, ANDF WEALTH

In contrast to the progress realized with
respect to the production aceount, however,
there has been a lag in refinement and elab-
oration of the mector incoms and outlay (“ap-
propriation™), and associated capital ac-
connls.

Sertor SavingInvestment Aceounts

First of all, I believe #t wounld be desir-
ahle if the concepts and raeasures of inweat-
ment ware cxpanded and the savibng-invest-
ment account deconsolidated by sector. The
expansicn would invalve the reclessification
as investment of new coostruction and pur-
chases of durable goods, and (if fsasible)
inventory accummulation, by the nonbusiness
sectors, Possibly also imtangible outlays, by
eli sectors, designed to enhance future in-
come- and ontfay-producing capacity, notably
research and develapment, and edocation and
training expanditures should be clasgified ==
investment. The resalting recognition of nons
busipess investment wonld logically result in
the impuation of rentals on the resulting
capitel stocks as part of current ootlays of
the household, privale norprofit institatiens,
and goveroment seckors,

Balance Shests

The sector saving-investment sccounts
could then be integroted with. the ocapital
Anance (flow of funds)} 2ecounts in order to

John W. Kendrick is Professor of Economics,
The George Washington Universicy.
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explain the soarces and nses of funds. Addi-
tion of a tapital revaluation account wonld
then permit reconciliation of the fAews con-
tzined in the capital acconnt with changes in
end of period balance chests, by ssstor and
in combimztion for the Nation. Consolidation

of the sector halance shests yields, of courss, -

astimates of the net netional worth, or
“wealth,” comprising domestic angible assets
plos net foreign claims.!

OBE has made important progréss Bo-
wards estimates of national wealth. Not only
has it published estimztes of the stock of
nonrasidentizl structores and equipment in
the privats domeetic economy but it has esti-
mates of the stocks of consumer durable
goods and residential structures in the works.
The ¢hief remaining gaps would be filed by
estimates of government structuréa and equip-
ment, inventories, and land. It i to be koped
that complete capital accounts, balance sheets,
and wealth statements can be completed be-
fare the end of the present decade?

NONMARKET ACTIVITIES

My other chief suggestions with regard
to the naticnal income accounts are that they
be axpanded to inclede additionsl imputa-
tions for nonmarket sconomic sctivities and
be further deconsolidated or supplemented to
inclids mare sociossonomie joformation—at
least on an annual basis. [ have almady sug-
gested the desirsbility of including imputed
rental velues of nonbuosiness dursble assats;
additional Emputations for nonmarket labar ace
tivity ahould inciude the value of services of
housewives &nd other unpaid household wark,

14

volunteer actvities outside the housshold,
and schoolwork by studects of working age.
Deconsolidation of the househald account, by
various sociceconomic cheracteristics, in par-
ticular, would add much ko our soeial infor-
mafion system. Whether or not sdditional
social date and indieators should be grafted
onte Lhe economic accoumts or developed as
2 separile syzlem temaing to be determined.
In conclusion, it i» zpparent that there
iz a large sgenda of possible Iutore work for
OBE. It &= to be hoped that in addition te
maintaining ifs large volume of current waork
OBE can be provided with resouzces for
expansion and improvement of the Nation's
econcmic accounts in future years. In view
of the large payefl to society, I predict that
thia will happen, znd that the content of the
Survey will change as mach in the next Bty
years as it han in its first half-century.
1F¥or 2 foll expostion of an Wtegraled system of
ecoaomic aceswints soe John W, Kendnock, Economic
Aecomnts ind Thelr Uses (Mew York: MeGraw-ITH
Avek Co., forthpoming) ; see 2ls0 Nancy and Richand
Rugules, Thia Désign of Ectnomic Accounts, Mational
Burmau of Fronpmic Rusearch Gongral Serins 8%
(New York: Columbie University Prasa, 1970},
*This ohjectre has been recommended by the
Ecotitinic Statistics Schcommittes of 1the Joint
Ecenomic Committes; see  Mational Bureen of
Ezenomic Hesearch, Mosporing tha Nation's &aalth,
Swditz in_Iocome apd Weaira 29 (Frinceron, §.J.:
Princaton University Press, 1964) .

SURYEY OF CURRENT BUSINESS




C. P. KINDLEBERGER

Bolmce of Payments: Theory and, Statistics

il I: i frequently claimed that the
bappiest couniries are those which bhave mo
baiance of payments statistics. Charcles Car
ter has made a more general staternent in a
chapter entitled “Toc Many Siatistice™ in
kis bock on wealth.' The thenght is wniver-
sally recognized as irenic. The cheice of
whether to hare statistics in general or balages
of payments statistics in particular is not open
tv us becsuss, unlike Swhizerland, we lack
bankers who defend {for reasoms of their
awn) the secrecy of the coentinghouse. Onr
ooly option is to decide what kind of statis-
tics we are 0 have. Here OBE comes clse
te the wiopian ideal of nose by providing
sv many that all bat the hardiest analysts are
overwhelmed. Happily or unkappily, such
haidy analysts, including thoss in OBE, are
legion, and mand veedy to digest and o
texpret. That effort points to complex end
unreselved questions that have to do with
the need for, and proper role of, balance
of paymepts theory in the preparation of bal.
ance of payments statistics.

Before this cemiral theme of this shert
nwte is aired, it should be stated thai OBE's
balance of paymenis work deserves high
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ritarks for completensss of coverage, fwlliesa
of explanation, and frankness of revelation.
On the [ast score, in particular, OBE is to
ba commended for listing in zecent years
“Special Fioancial Transactions” of the Treas-
ury and ather bodies designed to obfuscate
the balance of paymenta statistics. These
kransactipns are uadeftaken to present the.
balance of payments in a roay light, eg., by
jamuing specisl instrumenta with a maturity
of 866 days (367 ir Jeap years) which are
classified os longterm and therefore are
entersd “above the lice,” rather than instye
ments with a4 365-day maturity, which would
make thern “liguid,” place them “below the
line,” and therefore make them part of the
balance of payments deficit, according to the
“liquidity” definition used by OBE. Statis-
ticians muost serve the amth, and OBE's rec
ard in balamce of payments séatisticz is one
of truth-serving.

THEORY AND STATISTICS

The preparation of statistics ahounds in
dilemmas: whather to maintain definitions of
the seriss for the sske of conlinuity and
comparability or to alter them to conform
more clozely with the underiying strnetural
changes, whether to srganiee commadity
clagsifications solely in terms of the nature
of the praducts classified or to take into ae-
coupt also the nature of the technologies
thet are used in their production, whether to
aggregale of to disagaregate, whether to nat
or to present the gross datm, ete. However,
by fsr the imost ageniring dilewmma is the

* greafeh (Mew York: Dasic Dooks, 1966} .

. P. Kindleberger ix Professor o} Economics,
Massachuseits Institute of Tochnology.
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choice of an onderlying theory for urg:llnizing
the statistizs. A balance of payments stats-
ment organized from the point of view of
an input-sutput table differs from one con-
gtructed along nabional income lines or with
gources and uses of funde statemante in mind,

The differences are often significant. If this

is 80, it iz of crucial fmportance how the
theory s chozen.

“Autpnomons” and “Induced™ Ttemns

A [pok ai history will indicate the kaleis
doscopic shifts in statistical presentation that
have acceurred in the past as the result of
the disequilibriam in balance of peyments
theory. According to Taussig and his fal-
lowers, interpaticnal transactions should be
divided into “awrapomous” items, whick gao
“gbove the line,” and “induced” items, which
go below it. This view is a dohions one,! in
my opinion. In general equilibrinm, all itéms
deterrnine sl jtems like balls in 2 hu-wl,l in
Marshall's example. Warse, each jtem—ex-
ports, imporls, services, capital movements,
elc.—can be said to be compossd of ‘au-
tonomons end induced porHons. Ecunome-
tiicians of great courage may even attempt
to soxt out the autengmeons and induced por-
tions of such an item as imports,® but ‘even
if they are suecceseful it is not likely that
their labore will provide the fsandation for
a statistical classification.
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Liquidity and *Official™ Conespts
Pricer tv World War I the Department
of Commerce did uot draw a line at all. Next,
it adopted a balance based on Taussiz’s con-
cept. Graduzlly, during the fifties, and es-
pecially after 1938, it shifted to the liguidity
concept, in which, broadly speaking, U.5.
short-term capital wag pot above the line and
foreign capital (largely made up of changes in
dallar lizhilities of the 11.5.} below. Thi= con-
cept did net rely on the distinction betwesn
autonomons and induced transections. Moune-
ing dissetisfaction with this concem, originat.
ing with Triffin, Laxry, and Gardrer, lad in doe
course to the appointment by President Ken-
nedy of the Bernstsin committee, Thiz com-
mittee recornmended the replicement of the
Yiquidity definivion by the “official reserve
transactions™ definition, which I regerd as »
slight variation on the liquidity concept. It
separates foreign kalances into private bal.
ances and those of the monetary authoridies,
the former being placed above and the larer
below the line. The new definition tarned
oul to be no more satisfzctory as an inters
pretation of the anfolding hslance of pay.
ments experience of the sixties than hed
the lipddity concept,
=5ee Terrance R. Colrin, *A Cloved Model of the

1.5, Balanee of Payments,” Pho D diss, Magan.
chusctta Tnstitute of Technolagy, 1969,
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Romer has it that one of the leading
OBE figures in balance of payments work
resisted the recommendstion whick would
have replaced the liquidity defimition by the
balance on official transactions and that he
was preparad Lo resign if 2 wers forced upon
OBE. If this he accurats, ane can only ap-
plaud the courage that zave riee to the
stand. Happily, a compromise was yeached
whetsby hoth estimates are given in official
publications, Unhappily, the spisods does
not settle the question of the proper relation
of balance of payments theory and stalistics,
nor does it help m distinguishing betwesn
good theary end bad theory.

Pirfalls of Fonlty Definitions

This tour threugh the quicksand of bab
ance of payments definitions is not as humor.
ous 25 it might seem. Wrong balance of pay.
ments definitions ara dangerons, A recant
study reconstituting the balance of payments
of Britain from 1900 to 1913 has shawn that
London was accamulating shortgsrm  lia.
bilities to the rest of the world continnonsly
during that period.® On the liquidity defini-
tion of the balance of payments, Britain was
in parpetusl deficit. With the aid of the defini-
tiocn, the writer interprets the statistics as
evidence that a rapid decline in British eco-
nornic witality was amderway. Such an joe
terpretation is possible, although the con-
ventionzl wiew, and in my judgmeant the cor-
rect ome, is that, despite the deeline in pra-
ductivity in Britain beginning in the lest
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quarter of the century, her internaticnal fi-
naneisl position prior to World War M was
one of grest steength. Thos the liqoidity
analysis converts strength inte weakness.

“ROLLING YOUR OWN" DEFICIT

I bave no final answer to the gquestion
which 1 raise in this note. The statistics must
be presented in some order, to be sure. But
since thers & doubt in the minds of many
whose opinions are entitled to comsidera-
tion, there is & great deal to be said for
choosing as uncommitted a manner of pres-
entaticn as possible and permitting the user
of the data to roll his own definition of the
“deficit” Political leaders and jowrnalists will
be discontent and will insist that the stat-
isticlans tell them what the deficit really s
They will demand & single number and will
not be sztiafied with altercatives. Courage
will be necessary to resiat this demand, the
kind of courage which the OBE balance of
payments staff has displayed in the past. It
is to be huped thet it will continue to display
it in the future, but oot in the service of de-
fending an indefensible theory.

*Porer H. Linden, Ker Cnrrencies and Gald,
101913, Sindies in I[nternational Finanee 24
(Prineoton, N.J.: Brinceton Unfrersity, uternaional
Fingnca Section, 1969).
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The Survey: ELifeblood of the Quuntitative Economiss

I The work of the Office of Busi-
neas Economics and its publication in the
Survey of Current Business have beep the
lifeblood of thousands of quantitative ecom-
ovmists for several decedes. From my mmder-
graduate days as an aspiring econometrician

up to the present, I have relied on the Surcey.

and other compilations of OBE work. There
is scarcely a day when I do not find it neces.
sary to refer to the Survey, either to the lates
issue pr to some historical pnmbers, It ds
correct te say that the Szrzvey. as amplified
by interpretations from within QBE, is a way
of life far me. Over the three decades in which
1 heve been using it, its coverage bas been
greatly improved and expanded. It was always
good, but it always became hetter. As am
intensive user, then, I am pleased with the
Survey. However, thers are come plausible
naw dirsctions in which it might move,

NEW DERECTIONS
Modermized Distribution of Data

Kar] Fox suggested, a few years ago, that
the Survey be taped. This would invoelve a
completa historical updating, with the latest
new numbere and all back revisions of series
being made available on a monthly tape to
which users conld snbscribe. It conld be a
kind of data bank, act necessarily on a time.
sharing basic baot on a distribotion basis, the
difstribution being made in the form of tape
as well ac in the usual form of periadical
poblication. Taping the Servey wonld be ondy
a first step in the preparation of a national
data storage and distribution system. After
the systam had heen worked out and perfected,
OBE onght to aHempt to establish a full-
fledged, time-shared data system, exsily ac-
cessible by telephone and complete with vari-
pus software packages usefnl in quantitative
economirc ressarch. Software programs shonld
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includa seasonal adjustment of data; methods
of re-hasing, splicing, and interpolatiog time
series; and various regressicn-type prograns.

Measures of Etror in Data Series

The builders of economic dats series
know better than almost anyane else the ap-
proximations that must be made and all the
possible iarsads of error in published series,
but the quantitative economist can usnally
do nothing more then accept official data
at itz face value. The wser of official data
ought to be provided with some puides to
the relative precision of those data and to the
error soarces he should guard against. This
is espeeially important in regard to the vari-
ous entries in the pational income and prod-
uct accounts. Recently, the movements in the
statistical disczepancy have been large, so that
the “true” direction of change in the most im-
portant aggrezates is obscured. Mors infor-
mation on the degrees of reliability of varivus
eneries on the income and expenditure sides
of the aaticnal accounts would be extremely
helpful 1o the professional aser.

Publication of Reconciliation Tahles

Many of the concepts used in the work of
0OBE and pablished in the Survey are subtle
econoinit jdezs. They often differ from official
accounting records. Major examples arve gov-
ernment budgete {administrative, cash, and
national income), balince of international

STRVEY OF CURRENT BUSINESS




trade and payments, saving, &nd corporate
earningzs. In as many cases as possible, theye
shonld be regular reconcilistion tebles to show
the relationship between the standayd ac-
counting statements and the economists’ con-
capts uzsd in the national income and prodect
aceotnds,

Expanded Buternational Information

Tha Surpey is not withont il interna-
tiopal =ections, yet I feel thet infervationael
information on a broad sesle iz lacking. The
quantitative ressarchers must use docnments
of the TN, the LM.F, the OECI., and
foraign governments in order to get a com-
prehensive view of the world sconomy. Nat
only should thers be mars data on US, uads
snd inlsrnational payments, but thers should
also be more data on foreign ecomomic per-
formance. In Business Conditions Digest there
are a few interesting tables and charts on
industrial production #nd prices in selected
countries. The coverage of data series and
geographical area should be greatly expanded
and presented in the Survey.

More Quontitmive Economic Annlyses

The groat majority of Survey articles are
descriptive, dealing with preparation of data
of presentation of standardized series reped-
tively. There should be more quantitative
economic studiea that use OBE data, Previous
studies on sconometric modelbuilding and
estimation of specific economic relationships
have besn quite successful ms a means of
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bringing new ideas developed within OBE
before the general reading public. There
should ke much more of this in the Sursey.

SOME RELATIVE WEAKNESSES

The Surzey descrves very high marks,
yet there are areas of patential Boprovetnent.
To some extent, the correction of these dekis
ciencées would represent new directions, but
for the most part what is required s improved
treatment of data already published in rhe
Survey. '

Forcign Trade (uantin-Price Seriea

Amung the series now published in the
Survey on international trade, there are some
value fizures and some quantity indices.
Consistent  prive-quantity-value series for
Siandard Iaternational Trade Classification
catcgories ave urgently necded. The prepara-
tion of these for publication in the Survey
would require fresh research efforts by
GBE, bt the results would be quile reward-
ing. The present sexies published are inade-
quate for estimating both price and quantity
data in trade.

Integration of Flow of Funds Data

OBE hss gone far in providing full inte-
gration of input-omtput data with national
income znd praduct sccount dats, The inter-
mediale and final ascounting systems  ave
very well linked together for selected years.
Economic analysts might want this linkage
to be more frequent, even if on an agyre-
aated input-vutpat basis, bur the nexe step
hat not been taken, mamely, an integration
of the Federal Reserve's flow of funds data
with the national income aod product ac-

Loawrence R. Klein isx Benjomin Frapklin
Professor of Economics, Wharton School
af Finance and Commerce, University of
Dennsylvania.
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counts. Thix form of integration i= important
worle that OBE should take wp for regular
raleaxe in the Snrosy,

Diezeription of Index Construetion
Many of the most mportent national

indices are vegularly published in the Survey,

and some of these are constructed by OBE.
Crhers are constructed in specialized agencies.
The Survey ought to be more self-contaiped,
i, it should publish many details on the
construction of the wholesale prive index,
the consumer price index, the industriel pro-
duction index, and others. The metheds of
sampling, index weighting, formula evalua-
tion, and other details of index constructlan
ahould be {ully explained from time to time
in the Survey. As a minimem, weights for
acparate components in sggregative indices
should ke regularly published in the blue
pages section.

More Local Suatlsties

Just as internatiopal data sre under-
represented in the Sureey, so are local date
£1 refer o data for Stete and locsl areas)
in short supply. The data on Stale personal
income payments are of extrame valus, but
regular statistics on hank debits, local prices,
local sales, Jocal empleyment, and other avea-
type seriez would be of sxtreme velus to re-
search workers m regional economics, Many
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sach data exist, zed it would seem worth-
while {for OBE to gather them togsther for
presentation in the Swrvey.

FUTURE RESEARCH AT OBE

Apart from publication of malerials in
the Suroey, the research ar OBE has made an
independent contribution to sconomics. Thie
research effort is so0 vast hat il is not easy
for one person bo comment on it as 2 whale.
The work in  economelric moedelbuilding
and inpot-cutput analysie ioterests me most.
During the last decade, research in these two
arens in OBE was put on a finn foundation.
Tt would seem appropriate now to see greater
effert in modelbuilding, particalarly by com-
binitzg a macrosconomelric aod ap foputs
vutput model inte ooe larger system. The
feasihility of this kind of aystem can be
demonstrated, and research can be pushed
ahead rapidly if acvess bo detailed data is
relatively easy. Thers i= no place where the
date are more readily available than at OBE.
Mew staffing wouid be required for sach a
project, bat the informetion gain would cer-
ainly justify the mognitude of the effort,
In addition to attempting to model a large,
fused systern, there should be expanded work
cn the ioput-outpuz and the macroeecono-
metric projects now underway within OBE.
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BN To many cslshrating the fiftieth
arniversary of the Survey of Current Business,
the coeasion will seem appropriate for review
of the editorial successes and failures of the
publication itself: attantion is altogether too
easily concentrated on the publishing end of
the business ot such times. But what makes the
Survey unique is the organization and tech-
nicek personnel that the Department of Com-
merce has bean 20 fortunate in assembling and
kesping together over the last half-centnzy.
Were it mot for the professional competence
and dedication of the Department’s data-
gethering and ecomomic analysie beams, rhe
publication’s hirthday wonld net ba worth not-
ing. Instead, the Survey han been ans of the
Nation's most frequently nsed and most highly
respected sonrces of economic mformation
and ansbysia,

On this occasion, thass of us who use
the publicatioy take accasion not merely to
express our gratitads for what the Office of
Business Economics snd the Buorean of the
Census have done over the years for the pro-
fession but alse the hope that the same pro-
fessional competence and dedication will make
the next halfcentury onn of outstanding
wetvice of this publication to economizie m
government, husiness, labor, and the nniver-
sitics, 23 woll as to a hast of nonprodfessional
teaders.

THE SURFEY'S ACHIEVEMENTS
Compiling and Explaining the Data
Before commenting on directions which

some of us would hope that OBE would take
in raising the usefuloess of the Survey in the
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JAMES W. RNOWLES

Birthday Greetings from a Grateful User

Futare, it iz well to look back at what bhas
besn done. First, and foremost, throngh the
Survey, users have heen provided with the
vast, constantly growing, and continually re-
fined collection of data necessary to under-
atapd the estrncture and functionming of the
Atoetican economy and its rslation to those
of ather countrica. Indeed, the first isanes of
the Surpey were juat that— compilakiops of
date presented in a stendard foymar. Some
commentary was added latsr, togsther with a
weskly sopplement and varicvs aomual sup-
plaments, but still & basio purpose of the
magazine is the provision of data in easily
aceessible form, Unfortunately, for mont users
the data are not self-explanatory, and 2o the
Departient very sarly in the game andertook
to provide in the monthly issues and anoual
supplements conunsntary to ensbls ussrs io
choozs data most appropriats for their own
particular purpesss.

From the early thirtics on, what ¥ now
the CHhics of Business Economics hegan to be
a vehicle for the Department’s work in the
conatruction of integrated secandary stakistics,
the best known of which are the national
income and product accounts and the inter-
industry tables. Rarely does an economic

Tha riews suprasaed hers ars my pemoanl ones
and in n2 wey reflzct the poxitiom of the Jaini
Economic Cotmitiees of Congress or iin staff.

James W. Knowles iz Director of Research,
Joint Economiz Commiites, Congress of the
nited States,
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policy dehats take place withont some or ail
of the participants making wse of these basic
badies of data. As a result of the efferts of
ODE, the Survey came to be a standard source
of atudies of high professional quality con.
corning the strocture of the economy. These

studies have expanded and improved in quals

ity as z result of the availability of bodies of
consistent information such as the national
income scconnts and the input-outpar data.

Forceasting Tools

From the beginning it was recognized
that the prime purpose of information is to
help business and governmenk properly formu-
lete policies on the basia of informed esti-
mates pot merely of the current statns of the
economy hut of where it is going. Indeed,
this desire to be of service to both public and
private palicymakers so dominated the think-
ing behind the Survey and the technical work
which it reflected as to lead its editers at
times, along with the rest of humanity, to
gveroplimism as to what auch effortz counld
acbitve. For exawple, the December 1929
izsu¢ of the Surecy {No. 100} included these
words: “While it may be o0 carly to say that
the utilization of business data bas entirely
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eliminated the basiness cycle, there is agres
ment today among business leaders every-
where that the wider use of facts will mitigate
in a large degree many of the disastrons ef-
fectz of the one-lime recurcent business cycle”
. IL like the rest of us, the editors were
too sanguine st times about achievemenis in
policymaking, those bshind the Swryey had
the right idea. Public and private policies are
soundest when they are based on 2 clear
understanding af where ilve economy is going
ender corrent policies. OBE and the Survey
pioneered in what 1xe called foreshadowing
statistics, including what iz perhaps OBE's
most ¥aluahle contribution, the survey of ins
vestment intentions, developad after Wuorkl
War 1. Long before thia, however, OBE was
developing and nsing such a forecasting sertes
as new orders.

In recent decades OBE has expandad into
conetyuction of econometric mndels and other
apzlytical devices that mizht help poblic and
private policymakers meke better use of the
bodiss of information supplied vhrough the
Surpey and its adjuncts.

FOME HOFES FOR THE FUTURE

Data Inmtegravion and Foreeasting Alds
As a user of the Survey and the prefes-
sional ialents that lie back of it, I hope that
the ext fifty vears will be as innovative us
the last fifty. I am sare others will suggest
improvements that are needed in the present
bodies of data to make them more complete,
consistent, and timely. | would only add that
to those who adviee public and private policy-
makers, the most shgnificant pricrides for
data improvement are increasing the integra-
tion of the variows badies of data sa they can
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be used together easily snd coneistently amd
claboration of the foreshadowing measures.
Perhaps the area in which {oreshadowing data
are moet needed iz in the financial operations
of the econemy, Jt shavld be possible for us
to have a better grasp of what current develop.
ments ean for the future in the avea of
finance in the same way in which varioms
tooks heip ue now im the fields of investment
and consumption.

Effects of Monetary smd Flscal Policies

Bt beyond mere datz collection, a fore-
most need ia for apalytical work that would
provide a basix for advising decizionmakers
as to the future consequences of presemt poli-
cies and the cflects of various suggested al-
ternatives to those policies, Many have tried
o ereaty models to tell us what effect the
Government hudget will bave on the economy,
Others have attempted to do the ssme thiog
for monetary policies. A moat obvicus fact
of eeonomic life ia that monetary and fiscal
policies are not independert. How do they
interact and what effect do they jomtly heve
on the future courze of the economy? How
can we even measure these policles appro-
priately =0 that we can study such effecta?
OBE has made many studies of the structure
of the sconomy in the acess of consamption,
investment, and growth, It will have ample
oppartunilies to continue this work over the
decades ahead.

Measuring Poiential Cutpui

I bope the editors will pardon me if I
sugzast that perhaps cne of the most valaable
contributivcna OBE and the Swrvay could
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mzke to sconemic onderstanding is to carcy
forward the work which we on the staff of the
Joint Economic Committes began years ago
when we mezsored the Nation’s potential oot
put and ther used this concept and its meas-
urement 23 a means of distinguishing between
cyclical and secular forces in the econemy.
I am convinced that dewn this road lies our
hest hope of inding stzble and accurate scon-
omeric models of consumer and investment
behavior. It would not be out of line with
the Mershallizn tradition to sxpect that it
might alao provide us with & key to a moze
complete understanding of the interrelstion-
ships of wages, ratss of capital, returne, prices,
and utilization of resources which are at the
heart of conternporary policy debate.

Az & user, | am desply gratefnl to the
Duparimem of Commeres and, more partica
larly. 1o OBE for many contributions that
have made my life as an economic adviser
and stafistician easier and more fraitful. I
still hops that their futnre work, slong with
the similarly dediceted afforts of other Gov-
eroment statistical and ecanomic research
organizations, can make major contributions
to the realization of the goal the Survey
axpressed in that 1929 issue, expressed more
firmly and completely in section Z of the
Employment Act of 1945—what most would
call today the achievement of steady sconvmic
growth witk foll employment and stable prices
io a just zmd peaceful society.
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The Pendalties of Success

I My main interast is in the esti-
mates of nalionzl income and product and
the varicus relaied series on regional inceme,
size distribution of income, capital stocks,
and the like; and I value the Survey largely
for its detaled reporting of the results of

OBE work on thase topics. The contribation

of this work to our knowledge of the quanti-
tative framework of the Nation's economy
and of its changes over a pericd of more than
lour decades (and lenger for some lass de-
tailed series) can hardly he overestimsted—
although it is not widely znd fully appre-
cieted. Additions to our stock of knowlsdgs
that ave widely accepted become integral perts
of the fabrie of daily life apd work, and we
find it difficult to picture the sinstion before
such knowledge wasz available to ve, when
our perception of the economy and its
changes was rooch vaguer and more frag.
mentary.

EXPANDING THE MATIONAL ACCOHINTS

Twe aszpects of the OBE work in the field
shonld he siressed. First, the scope of its
eetimates has widened steadily, covering more
and rmore aspects of the Nation's economic
structare and linking them with related data.
From tha initial set of asthmaetes limited to
factoy shares or income originating in the
pradoctive branches of the economy, the work
has grown tc encompass a ralatively foll ss
of mccoonts covering the productive origin,
income distribulion, and prodoct uss aspects
of the economy; and now includes State (and,
recently, metropolitan area) estimates of ine
come, altempls zt measurament of the size
dietribution of iocome, and, most recenily,
linkagez to input-ovtput. The rate at which
thiz income estimation work axpanded hsa
varied since the inidthirtiss, but a brief
glance back over those decades testfies to
OBE's continuous effort to extend the nasful.
ness of the central framework, efther by aug-
mentng detail within salready given broad
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calegories ¢r by linking the estimates with
valated bedies of dety to Hluminate additionel
aspects of economic stracture and change.

DEVELOPING TIMELIER ESTIMATES

Second, while maintaining and Improv-
ing the reliability of the estimates, OBE ap-
pears to have besn continually attempting to
make the results more thmely by covering
shotter intervals and rmicimizing delay in
reporting changes after they cocur. Quarterly
estimates have been added to annual, and for
same components, particulatly persopal in-
come, monthly estimates have besn available
for a number of years, Thiv shortening of
the time unit naturally mesns less delay be-
tween occurrence and reporting. Altheugh
1 am not familiar with the requiremeats for
such prompt and detailed meassurement of a
huge national economy, I can imagine that
& tremendous skilled effort and effcient or-
ganization of resources must have gone into
this remarkeble accomplishment,

The result has been wide aceeptanes of
the estimates, not aoly by economists who
use them for analyzing probiems of economic
structure and change, but also by business
firms and the press—to the point where gross
national prodact and netional income have
become housshald words., The estimates ave
used not only for purposes of observation
and study, or of general intellizence, but also
az so importznt set of data to draw upam
in deciding both public and private busipess
policy. The national produnet series hms be-
come ayn indicator of current thanges in ma-
jor asperts of the scanomy and perhaps the
most general gauge of the performance of
the economy; it is a nationwide mdicator
used by government, bnsiness, and the ganeral
pubiic as the mout comprebensive messurs of
the corrent atiainment {or failure) of the
U.S. seonomy.

OPPORTUNITY GOSTS OF SUCCESS

This successful efiort was not withom
opportunity costs: they become apparent when
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basic questions sbout the definitions and sec-
tering within any set of national prodoet
estimales are raised. Many of these basic
questions de nat admit of simple and un.
mpuivocal answers; their solutions depend
upiee they purposes for which measures of
natinuel prodoct and ity componente are to
b wsed and, perhaps, upon changing times
amb conlitione, The penalties of smiceess be-
cnme clear when it is realized that the wide
use of lhe estimates to measure current short.
term chauges in the economy makes the cost
of experimenting with them, of using aiterna-
tive vatianls and imaginetive adjostments re-
quired for other squally important uses of
the eatimates, extremely high.

Adequate discussion of these perennial
problems of national income and product defi-
nitlon and componeot classification iz et
poasible here. A wids literature alrendy exists
In the economic jeutoals and the publica.
tions of the Conference for Research in In-
cerne and Wealth aver the yeers shice the
mid-thirlies (and even ealler, going back to
the foundation of the cconomic disciplive in
the eighteenth century). I mention only two
broad questions as illustratiops, assuming that
they are sufficiently familiar and de not need
long explanations.

Classification of Government Qutlays

First, in the OBE series, government
purchases of goods are ali eated as final
conspmption and, hence, fnsl-prodect. Thia
i clearly gquoestisnable in the casze of gov-
ernment expenditnres to maintain securily and
peace and Lo provide sdministrative, judicial,
and legislative services—all an intermediate
type of service. Government investment in
material capital and ressarch, which iz part
of capital farmation, should be added to capi-
tal investment. And while direct services of
goveroment in the form of sducation, heaith,
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and recrsation Facilities ars clsarly final-prod-
uct, they would hest be added to final con.
sumption rather than viewed as governmemt
consumption. The lnmping of all government
purchases of gooda inte one final category
affects the meanmgfulnass pst only of the
aggregates, by including a changing element
of duplication, bat also of censnmption by
members of the population and of capital for-
maiion, by #xclnding the components of sach
provided by govermment. However justified
the present treatment, in terms of nonresale as
a criterion of finality, which may be relevant
to short-term problems of adequacy of marker
demand in a Keynesian system, such defini-
tions and classifications are clearly inadequate
if naliena] product and its majer components
are to be osed to measure the contribution
te final consumption of the population and to
capital accomulaticn of economic activity over
longer term periods. Te be sure, OBE has
published a useful functionel breakdown of
government outlays since 1962, bat it has
nover become an integral part of the national
product sccounts, nor has it been used in
experimental calculations o derive alternative
product fotals as more relevant measures of
egonomic growth.

Measuring Household Consumprion
My second example is concerned with the
intermediats componsnts present in  final
housebold consumption, which change with
the change in conditions of Jife required by

Simon EKuznets ix FProfessor of Fromomics
Emeritus, Farvgrd [Infveraity.
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sconomic growth, by industrialization and
urbenization. Much of the recent discussion
of the mereased difficultics of life created by
diseronomies of economic growth is a revival
of this o} questien, Why, in estimaling the
components of houschold conmemption, has

no effort been made to allow for the effects’

of urbenization and the increasing complexity
of life imposed by the produstion system,
either by including or excluding some items;
and why, in the comstruction of price indices
for the deflation of housthold consumption,
has ne offort been made to adjust for the
higher prices of one and the same set of gaods
in larger citiss 25 compered with zmaller,
or in the cities as compared with the country-
side?

Many other problems of definition and
measurement eould be mentioped, ranging
(rom diflicultiez with the size distribution af
incume—n stries now, | am happy to say,
being wotked upon again but, I hepe, with
a preater attempt to distingulsh significant
demographic and occupational groups among
the family units—to those of estimating
the output rather than the input of many
vomponéals of the service sector. But these
examples sulffice to illustrate the many ana-
lytical and meagursment variants that have
to he explored If work on national iscome
and product is to yield meaninginl measares
of longterm changes in the level and structure
of a country’'s economic performance in the

process of growth.

SHORT-TERM ¥VS. LONGTERM MEASUHES

Meation of thess questions and variants
should net be taken to imply an assared judg-
ment that they can be effectively explored
within the OBE program. There may well be
a major comparative edvantage in the prep-
avation of shorb-term gauges of the economy
based on rather simple (and arbitrary} an-
swers to these basic questions, but which may
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still have value as measures of shord-tzrm
changes. In lect, however, the current eti-
mates of pational income apd prodach, in
constant prices, arc widely used ar measures
net only ol shortterm changes v also of
growth, and are se intexpreted even by Gov-
ernment agencies thernsslves,

One is reluctant lo accept the bmplicit
judgment thet rescarch activity within the
Governpent on quantitative sspects of cco-
nomia perfarmance shoald be limited ta shoct-
term megsures and should refrain from de
velaping varisnts that would sttemopt to face
the basic ptoblems of cconomic theory and
social valeation. Such a limitation would af
fert the usefulness of many sggregutive sco-
oumi¢ indices, not only measures of pationn!
product but also measures of the cost of kv
ing, employment, regional diferentisls et
which are particwlarly useful for analysis of
the costs and returns from economic growth,
Even given the interest of spademic scono-
mist2 and nongovernmental research inatitu
tions in such measures and their work om
these problems, some thought should be de-
voted to ways in which such analytical work
coald be encovraged within Government agen-
cics—the copositories of so much knowledge
of the data and 3o much experience with
quantitative econcmic research. Because of
its basic importance, particalarly for Broad
aggragative concepts ke national incorme and
prodoct, it would be especially valiable to
conzider ways of incorporating such analyti-
cal explorations inte the work program of
governmental agencies in the fiold,

SURVEY OF CURRENT BRUSINESS




N There sppears o be no
record of climbers reaching the top of Mount
Everest snd promptly asking each other,
“(3, K., which ope da we climb pext?” Yet
OBE, aftar periarming its heroic feat of trans-
forming vague concepts and dubions date into
tightly articulated, universally used sets of
natisnal ecopomic accounts, has posed just
such a question. We shauld not, thersfore,
tarry 1o emphssize the varied and immense
aceomplishments of the past. (It is poeaible
that even the Secretary of Commerce didn't
notice the first set of national income ag-

counts OBE sent ko Congress, but it is certain -

that no day, end few eveniogs, now pass on
which the Council of Economic Advisers, the
Federal Resexve Board, and many others do
not refer to data from the accoumis and from
the QOHE investment forecasts in working out
nolicy pasitions.)

The primary task of OBE in the near
furnre is simple. It shemld call a halt to all
thiz progress. Nearly every kmown ecanomie
policymaker, public and private, relies on its
data, often to the poiot of almest perrctic
concern with second differences in component
series. (JBE must now insist on getting raw
data for its use that would werrant continued
wide use of the accounes. If noc, it should
cansider the ultimate threat—atopping publi-
cation for m while. (ITserz might subsequently
become excessively concerned with the results
flowing from dynamic econmametric models
that utilized such improved data and accounts,
but surely that is a problem for those in
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Better Bricks for OBE’s Structures

charze of OBE's third half-century.) Let us
consider some of these areas for quality
change.

REINSTITUTING INCOME DISTRIBUTION

In: the early sixties the Nation's eoncern
with peverty began escalating. Publicists of-
fered explanation after sxpostulation, Con-
gress passed program after program. Anmd
OBE ztopped publishing the only adjusted,
and the most rsliable, estimates of the U.S5.
ingome distribution. Wow these data—indesd,
any good data—may have been irrelevant
either to public concern o to policy choice.
But the Aow of references to what “officral™
income distribution Fgnres show contimrees
unabated. Hence it would seem desizable once
again to have income estimates that allow for
known limitations of the field aurvey and JRS
data. (The adjustment procednre tended to
reduce the proportion of families that were
reporied as, bat were not actoally, low in-
come.) One hopes that the tiny amount of ex-
penditure and the mild extent of interagency
cooperaticn requited to reinatitute the series
on a solid basis will be forthcoming during
the next fity years. (Conmoisseurs of con-
spiracy theorics will notice the ireny: an ad-
ministration not widely considered to be radi-
cal continues to publish data that most prob-
ably overstute the extent of poverty.}

RECONCILING DATA INCONSISTENCIES

Once zpon 8 happy time those who sur-
veyed the corrent economy could (or did) put
up with ridiculous inconsistencies between
the reparts on productivn and stocks, on sales,
and on labor or capital inputs. But all this
chenged as the accounts expanded to inclede
pot merely balance of payments but natienal
income, GNP detail, stocks, inputoutput, stc.
Countlezs men and women of varied zenins

Stanley Lebergoti s Profersor of Ecoromics,
Fesleyan Tniversity.
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have worksd to paper over such incon-
sistencies in order to create a wet of accounts.

It is necsssary to improve the quality of
the bricks OBE is given for building these
gr&zt stenctures. A masaive jmprovement in

Federal stalistics iz ene solution, but a grossly
improbable one. As I have suggzested eloe-
where, the minimum siep i to provide OBE
with copies of the key reports used by Federal
agencies in creatirg the host of serics that are
then shipped over to OBE. (Key reporta are
those for the 1,500 eorporations and govern-
mental units whose achivity in fact dominakes
changes in the accounts.) By working frem
these reports OBE could belp reperting
units and Government agencies to bring abouwt
s grealer cansistency than now exists, Sales
reported to one agency might become com-
parable with the laber jnpuls reported to
ancther or the preduct prices reported Lo a
third. This process {mmpardonably slow, pe-
destrizn) would produce data of ipcreasing
reliability until that happy millenium when
corsistency in Federal data wounld meke it
unpmcessary.

DEVELOPING HIGHER QUALTTY DATA

A third OBE chore for the future would
be to persuade, threaten, or beg wsers of
its network of series that major advances
must be made in the accuracy of the
uaderlying data it is given. If nsers are to
continue the ireneiic process of acrutinizing
every shift and jump in the OBE aeries, surely
this is essentigl, OF the series neading improve-
ment the catatogue is loog and changing, hat
it should inclade those which cast doult on
important elements in the acceunts and thess
whose revisions wipe out cycle lurning points
or report new major sconomio shifts.

FLOW OF FLUNDS AND INCOME ACCOHNTS
1t is hard to think of vne competent poli-

tician, business analyst, or sconomist who i

intergsted in the national income accounts bug
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is indifferent to the related data an the flow
of funds—or vice versa. The same applies to
sither of thass aceounts and the Government’s
varjely of savings series. We woenld hope that
by the twenty-second century these sets of
data will be integrated in the only way they
can he integrated, i.e., as the income dats and
the inpub-output acconnta ars now integrated.
By potting them together, with responsibility
centeyed, we ean expect an incremsed consist-
ancy of data and a more froitful development
of each aef.

EXPANSION OF ANTICIFATIONS SURVEX S

Abthough income atcounts in the widest
sense {including balance of peymeals, input-
cutput, wealth, etc.) are of great intersst, they
are 3 mers starting point for most policy de-
cisions. The White House cfficial, the Con-
gressman, who locks at them s really inter-
ested in the Fature, oot in the historic past
they report. Hence the OBE anticipations data
{on manufacturers’ salez and inventories)
have developed a national clientele. But, hav-
ing succesefully dipped a toe in the anticipa-
fione river for the past guarter century, OBE
should go in a bit further. Anticipations sur-
veys for construction achivity should be be-
gun: such variatisns ave surely as hmportant
for forecasting 2s factory investmsnt, And
anticipations surveys for mew contracts and
sxpenditares by the military are aqualtly neces-
sary. Probably more bad forecasts of GNP
end revenue have heen made because the Gov-
ernment didn't know what its own contrzcting
officers ware tp to then ever derived from
gaps in tha national income accounts. Such
surveyz could be dane by or for OBE, hat,
either way, anticipatory sarjes for the major
business and povernment expenditnre series
not now well covered will complement the
hera.and-now mesautes in the natianel income
accounts and make OBE’s conmribution to
onderstending the sconomy of the next hali-
century even greater.
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PN Faw would dispute the fact that
American economic statlstice are the best in
the world or that the brightest jewel in the
statistician’s crown is the pational income
accounts. As the inceme concepts have heen
refined over the years, they heve become more
and more indispensable to forecasters, madel-
builders, business conditions anslysts, uninns,
the business community, academics, and mis-
ceflanecus yea- and nay-sayers to the Ameri.
can celebration. The last category can uswally
find somewhere jn the rich mene of data
evidence which validates the alternative judg.
menits that progress is rapid or deterioralion
is ewift. And, which is = considerable tribate,
even radicals bave refrained from a serious
assault upen the integrity of the natiopal in-
come estimators and on the validity of their
fndinga for the purposes that those findings
are desigoed to serve

THE INCOME ACCOLUNTS OF TODAY
Indicetors of Market Activity

Like other teachers of economics and
accasional commentators upon economic af-
fairs, 1 have found indispensable the data
to regularly and so prompily furnizbed in the
Servey of Current Business. Accordingly, it
iz mot mere ingratitede which prompts the
refarks that follow but a sense ihat, ad-
mirably as the national income accounts heve
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The Income Accounts of Tomorrow

Tulhlled the sxpectations of their pioneers
and sponmsors, they meet some correht needs
sibstantially less well. Let me specify. As
pressntly constitutsd, the national income e
counts do not pretend to be indicators of
weltare, of ecompmic welfare, or even of all
econontic activity. Instead, they are sedolowsy
defined as recording those activities which
either pass through markets or st lesst permit
of marker price impuistion. The important
eronornic activities which oecur within house-
holds are not measured. {Ome waits for the
Brst powerful blast from an economist deeply
into Women's Liberation.) No attempt ia
mads (directly, 2t least) to measore the coo-
sidersble volume of ctiminal activity. What
students de in schools and universities is ot
defined 25 an economic activity. In trath,
what is currently trapped in the nationsl in-
come statistician’s net is defined in part by
congresaional generosity at appropriations
titne, in part by the availability of data aod
the expense of collecting available informa.
tion, and, for the rest, by the congepla selected
for quentification

Misuse of National Invome Siatistics

The studenta of mational income have
mads wodest claimns and then more than ful-
filled thems. The tees made of their statistics
by others are apother matter. Journalists,
even the ecomomically literats in the trade,
routinely use monthly Department of Com-
merce relessss az true indices of tha commu-
nity"s sconomic health. Texthook writers and
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teachers of economice who probably shoald
know better slida readily into the habit of
estimating American econemic welfare in
terme of per capita real income. The inter-
national camparisons that the texthook dis-
ciessjons of economiv development are fond

of making agaln feature per capila income

as the talisraan of victory in the ioternational
grawth swespstakes.

For thiz inflation and mismee of their
findings, it might be argued, no hlame can
attach 1o the meticolous crafismen who o
honorably define and defimit their produoet.
But even if oo blame is appropriate, en tm-
plicit question hovers in the air, namely, why
measure markez activity in the first place?
Surely not simply because it exists. U'nless
one believes, with the Yictorians, who justified
climbing mountaim oo this basia, that sheer
activity s a good thing, the justification for
adding up each year's natienal output musst
derive from its relmtionship, real or fancisd,
to some objective or objectives cherished by
the bulk of the community.

Great Depression and National Income

There is only the smallest of mysteries
once the matter is put in this way, Much of
the impstus which Keyoes's (General Theory
gave to national invome study end research
derives trom the Keynesiem propositios that
nrcorne and emplayinent rise and fall together.
During the Great Depression the cure for
gntnployiment was held to depend upon kigh
and suslainable rates of growth in aggregate
dusiand, su that the coryect and Lhnely com-
putation of naticnal income became the eriti-
cal Winperature reading of the economy’s
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state of health. It {ollows that the tacit prem-
ise which all \hase years bas justified con-
ceniration wpon market activity has been its
close relationship with employment. The lay-
man's and even the economist’s rough anid
ready identification of vising per capita real
naticnal income with economic progress and
commugnity welfare is thus the historical prod.
uct of the Grear Depression, a period when
economic growth was looked toward long.
ingly as the key to the employment of des
perzie millions of idle meo and women. Dem-
ocrats still ron against Herbert Hoover and
win often encugh against such opposition to
suggest that the Great Deprassion still pos-
sesses evocative power, (O all people, an
economizt would he the moet foolish to claim
thet employment as an issue had receded in
importance in & year (1971} in which ihe
percentage of measared wnemployment moved
ominously in the direction of some of the
worst months of the filties. Thus jt is fair to
say that so long as dependable levels of high
employment  remain  incompletely  realized,
aomne  attachment te measures of economic
activity i3 not misplaged.

Pecception of Environment

What is manifestly diminishing among
Americans, however, is confidence in growth
asd high employment az ends sufficient in
themeelves. If, 48 1 do, one assumes that the
wave of environmentsl and acological con-
cern is a belated hut sturdy response to events
which menace amenity, health, and Ffe iteelf,
rother than 2ncther paesing fashinn, then
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one iz unavoidably plummeted into a set of
iesues about which the national income ac
counts as carrently desigued have beo Hile
te say. Put as sharply as I am cepable of
pulting it, the point emoimts to this: a great
many of the circumstances which sorround
the enjeyable consumption of material goods
and services are deteriorating, and thet de-
terfaration is perceived with alzrm by almost
2l Americans. Such Familiar environmental
hazards as zir and water polletion in one of
their gaises decrease the pleasures of spending
money. In snother guise, they require rising
defengive expenditures upon soaps and deter-
gents, bottled water, air conditioners, dry
cleaning, home insulztion, patent medication,
and dental and medical care.

No doubt it has always been true that
families of average income spead a sabstan-
tial proportion of that income npon personal
maintenance and vpkeep. Even now, the mai-
gin available for the enjoyment of discretion-
ary expenditure must be narrow for the over-
whelming majority of “affuent™ Americans.
5o long as littls alters in the social and physi-
cal environment which surrounds most con-
sumexs, the assumption might be lezitimate
that implicit in rising per capita real income
figures is 2m fmprovement in persenal wel-
fare, for the margin fox discretionary spend-
ing, though narrow, may be thought e be
widening. More recently, something like a
popular consensus has evolved that in fact
the context of daily life and of daily sxpendi-
ture is steadily worssning, .

I do not report more them a perception
of a perception, but insofar as this popular
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sentilnent is siroog and general, it casks a
pew ambiguity apon the significapce of na-
tional incoms figures which record improve.
ments in per capita GNF. If the ordinary
family men wotes that his own real income
has risen at the naticnal average or better and
that, alt the same, he feeln wores instead of
hetter, lesn rather than more in command
of his awn life, poorer instead of richer, then
he may sospeet thet something has gone awry
in Washington, or, if he has had the bemefit
of college economics, that the sacred idols of
actvity and growth have developed clay feet.

I posssss no bard evidence of the im.
proveman! or deterforation in environment
and ameniry belwesn any two dares or for any
definad mocial grouping. This absence of
reliable information #e itself a difficult and
complex challenge to national income esti.
mators. New meagures must be developed to
regizter some of the impact of economie ac-
tivity upon the enjoyment of its fruits. As
E. J. Mishan has put the issue, what are the
conte of economic growth? Or, after the Gal-
braith of The Afluent Society, how much does
public squalor detzact from private enjoy-
moent ?

THE INCOME ACCOUNTS OF TOMORROW
Definition of Enviroomental Quality

T write as a grateful congumer rather
than as a potentially bailled producer of the
basic data. In this role I report what ¥ should
like to have avaflable and gratefully lsave the
terribly difficalt concepual and  technicat
problems of materializing my vision to those
better eqnipped to coovert these dresms into
reslities. All T offer is some speculations, For
one thing, the vague word “environment”
reqoires some salid Sesh. For the purposas
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of atgument, T would propese the following
aspechy of daily existence as major slements
of perceived envivonment: safety of persom
amd security of property, apeed and conven-
fonce of travel to and fomm work, quoality
and accessibllity of such recreational facili-
ties as parke and beaches, quiet at home, clean
air, and drinkable water. A community defini.
tion of terms like environment and amenity
demands the sort of detailed investigution
which zenerates the family budgets used by
the Burean of Labor Statistlcs and the poverty
line definitions pionesred by the Social Se-
curity Administration.

An Index of Amenity

The gqualitier of eoviromment aod the
dimensions of arnenity are empirical gques
tions, easceptible, presumably, to the techni-
ques of sampling and public opinion analy-
gis. If I had my druthers, the final product
of such research would be o deflation device
which, for want of a better texm, I shall dub
an index of amenity-—another index number
and, like jts predecessors, subject to severe
faws in logical consistency but likely to be,
like them, better than nothing. Since I am &
deteriorationist at hesrt, I anticipate that such
an index would sharply deflale the measured
value of GNP. Equally, of conrss, it might
inflate the figures, should it turn cut some
day that crime rates have dropped, mass
transportation has turned into a smooth, rap-
id, #nd convenient pair of interludes for
fortunate commuters each day, air and water
pollution measurements are sliding persistent-
ly dawnward, jetliners have learned to whis-
per instead of shout, sutos have begun to
emit perfume instead of noxious particulate
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matter, and, no doubt, shrimap have com-
menced to whistle. Any index of amenity will
grapple with onr perception of ourselves as
richer or poorer only partly as a function
even of our real incomes. The sooner we take
inte account, even if at first, of necessity,
awkwardly, the nonpecuniary circumstances
that affect aubjsctive prosperity, the soomer
the national imvome figures will resurne their
convincing posture as geoeral mwasures of
individua} welfaxe.

A Messure of Resource Depletion

If it is achievahle at afl, an index of
amenity very probably Lies at the end of a
decadelong or ever generaxiondong road.
Mumerous other ways to infite new rele-
vance jnte national income sccounting are
available, Professor Tlzawa hae advocated =n
annnal deduction from GNP analogous to the
capital consumption compatation which now
distinguishes GINF from NNP. In Uzzwa'a
case the appropriate deduction would allow
for the depletion of natural resonrces—the
consumption of the irreplaceabls original
capital of the great globe itsell. If, ns ia
frequently allaged, the inductrialized coun-
triss of the Weat (plus Japan) ars sxhausting
anergy saurces and consuming raw materialy
mora rapidly than nature replaces them and
if, further, the gap bstween use and replace-
ment i widening annually, then sach year's
daduction from GNY will increass. This new
interpretation would again validate the un-
tutored man's unessy feeling that he is poorer
than the experts usually assure him that he
i,

A New Look at Consumer Choiess

In & recent Quarterly fournal of
Economics srticle, Frofessor Lecntisf de-
scribes how pollation as product and the costs
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of ita elimination can be conveniently innarted
into the matrices of inputoutput anakysis.
Something would be geined if the privaie,
business, and public costs of coping with
pollution were aggregated and subtrosted
from the national income tolals.

Poilution sxemplifies a more genersl
situation, howsver. For a very long Hme,
national income estimators have demon-
strated a salutary apnosticiem ax far as the
consamer chojcea of their fellow citizens are
econcarmed. At k=ast as an idead, the statistician
measures what the market registers—ond
nothing more. Passing walne jodgments on
public taste i& none of the statisfician’s affair.
M acid rock sells better than baroqoe cham-
ber music and Pleybay appesrs or more
coffee tables than the Americer Eeonomic
Rewiew, eo e it. The TS, iz el De Toc-
queville’s America, where the silent majority’s
clzim to ite opinions of whst it buys is in-
ferior o none.

This stante has, over time, demonstrated
ite merite, not the least of them being the
preservation of ite devolees from political
damage. From my present perspective, the
drawback of agmosticiam toward the roarket
is related to the circnmstances that moch of
what silent majoritarians purchass is per
ceived by them (not just by wandering
members of sopbbish elitea) #x a prudging
response to personal danger (es in the ac-
quisition of fierce dogs, burglaz alarme, locks,
and firearms), snvironmental hazard (as in
the purchase of zir canditioning and home
insulation against intolarzble noise), or divact
defense of one’s personal health (as in the
reluctant decision to move from a mors to a
lass eonvenient residence). Such expenditures
ate quite likely to sirike the men and women
wha mike them an coerced. They are among
the costs of personal enjoyment rather than
the enjoyment itealf.

It is a deficismey of current nationil
intome calculation that the genersl rubrie of
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market activity is made to cover both the
pluses of parsonal gratification zod ils costs.
Pluses and mintses are lumped together every
lime pational income includes both the value
of cigarstte output and the costz of treating
the ¢ases of lomg cancer, emphysema, bron-
chitis, tuberculosis, and coronary occlusion
which ars byproducts of smaling. It is equal-
Iy wrong to tolal arithmetically the value of
automobiles sold and the aesociated coste ine
posed upon the community for cleaning and
madical care. My prejudices aszuze me thal in
ralation to the ploses the minuses are grow-
ing in significance. But if a resolate atbempt
to resolve zome of the imrnediste technical
problems iy snecessfn!, and careful measures
ment demonstrates that the mingssa are be.
coming ralatively lege irnportant, so ronch the
better. Fither way, the community will gain
gome valuable information te substitnte for
infuition.

My zpenda ie a difficult aod conjechural
one, yet the manifest technieal axcellence of
American national income accounting  en-
couragez me to believe that my hopes are not
necessarily totally visiomary. 1 say in com-
clusicn only this: if tha pational income
accounts are oot amended in the interssis of
greater Televance (3 the community now
identifiez relevance), they ean only become
increasingly refined computabions of activirias
which inierest fewar and fewer people. Hal
& century of work deserves a better fate. My
respact for the workers involead sugmests to
me that the next half-eentury will produce
resultz even more impressiva than those of
the firet fifty years.
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WILFRED LEWIS, JR.

More ond Better Statizties for the Seventies

SN (cngratulations on the hitieth
annfversary of the Survey of Current Busi-
ness, I need hardly saxy what an absolutsly
indispensable refersnce work SCB has bscome
over the years for economists in all fislds,
whether their intsrest ba the analysis of na.
tional ecoromic trends, of State or metra-
politan area sconomies, of international trade
and ths balance of payments, or of pro-
duiticn and markets at the level of indi-
vidual industyies. Since the National Plan-
ning Asgociation is itsalf a statigtics producer
as well a8 z statistics user, we are unusually
well qualified to recognize the exacting na-
ture of the work that lies bekind the pub-
lished data, and we are more appreciative
than most of the timelintss, aecuracy, and
relevance of the stabtistical output of the
Ofbce of Pusiness Economics. The U.S. has
long had by far the best economic stabistics
of any couvntry in the world, and this superi.
erity is directly traceabls to the inspired and
untiring =fforts of OBE,

It may seem ungrateful to take this oo
casion to ask for still more and better sta-
tistics, but the problems of analyzing our
increasingly complex economy, in which the
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demands for more soundly based public and
private sconomie policias alsa kesp prowing,
requirs it. In saying this, [ wan2 to be clear
that I am not speeking of our own date
nesds here at NPA but of the data nesds
in the eociety at large, which 1 helieve 1
have rome compatence to judge. The fol
tewing  suggestions are all  high-priority
needs; [ have not tried to list them in order
of priority.

WEALTH ACCOUNTS

It iz important to move ahead in the in-
tegration of our monetary and wealth sta-
tistics with pational income statistics. Impor-
tant progress hag besn made in reconciling
the How of funds statistics now praduced by
the Federal Reserve with the natiooal in-
come estimates, But we should hove a fully
intezrated accounting system, in whick the
wonetary and real income data are regularly
availshle on a fuilly comparable basis. Simi-
larly, we should stiive for publication of
statistics on nationzl wealth and changes
thersin on the same schedule as, &nd fully ar-
ticulated with, the national income estimates.

A NEW NNP

Thers is growing concern with the in-
adequacy of our conventional GNP and na-
tional income measures as indicators of na-
tional welfare, it being increasingly the care
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—and increamingly recoguized to be the
cass—that GNF as conventivoally defined in-
cludes not only the cest of producing goods
and services for the aalisfaction of humean
wanis but alas the cosls of repairing dom-
sze to the environment brought about in
the production process. In my view, we should
by to develop a measure of “net™ product
that excludes the oosmts of maioteining the
quality of the environment {comparable to
the present exclusion of physical capitel used
up in the production process in the comven-
tional definition of net mational product). 1
am aware that there are enormous definitional
as well as messurement problems in any sach
attempt, but 1 nevertheless belicve this is
a vitally important area of ressarch,

PRODUCTIVITY IN THE PUBLIC SECTOR

We need also to develop better meas-
ures of productivity in the public sector of
the natiomal accounts, which means better
meazures of the output of government. The
present treatment, which uses inpats as prox-
jes for output, demies the possibility of
changes in the prodectivity of government
and therefore bega a lot of importznt ques.
tions. More generally, better methods of meas.
uring real cntpnt in all the service sactors of
the econorny are needed.

STATE VS, LOCAL EXFENDITUEE
A breakdown of State and local govern-
ment outlays, separating Stats from local,

would be vary useful, and would not appezr
te be unduly diffcult.

SIZE DISTRIGUTION OF INCOME

It is extremely important to have better
date on the distribution of personal income
by stz of income class, fully integrated with
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the nationsl income statistics. The design of
many of our most important public pregrams
and anzlysis of their effectivencss is se-
ricusly hampered by the paucity of statistics
on the size distribution of incomme.

FORECASTING

OBE has gaived increasing sophistica-
lion in a varisty of forecasting activities bat
does not now make thess forecasts reutinely
available thyough publication. ] heliove that
ways can be foand to publish OBE forecasts
without compromising OBE’s accesa to sen-
sitive information on Government policy,
and without ecalling forth undue criticlym
of the agency when the forecasts go wrong
{as everyone’s forecasts are bound to do}.

To rapeat, T hesitate 2o file requestn for
more and bettar statistica at a rime fike
thia. Neverthaless, T am confident that OBE
will be continwally striving to improve its
services as it always bes in the past, end a0
1 pass on my own visws as b0 which areas
deserve the highest priority in the nsxt few
years,

Wilfrad Lewis, Fr, iz Chizf Economist,
National Planning Association.
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EIMUNE A. MENNIS
The Sorvey and the Financial Anelvst

PR Eioadly speaking, the responsi-
bililies of a Bnancial analyar fall inte twa
categories. If he iz an industry specialist, he
Ioilowa one or more industries and the com-
ponies thersin that are publicly owned and
could be recommended for investmenot. His
job 13 to familiarize himself with the his-
terical data on these industries and com-
paties, v aoalyze the impect of changiog
business conditions on them, and fo project
future company earnings trends and the
prices at which their securibes could sell in
the marketplace. On the other hand, if be is a
portfalic manager, after familiarizsing him-
self with the objectives of an Investor, he
tecommends an appropriale investment policy
in the light of current econvmic and Ananclal
developments and sslects appropriate industry
and company diversification and the particu-
lar corporate securitics that mest that in-
wvastor'’s cobjectives. In discharging hiz re-
sponsibilities, the znzlpst iz not oely kelping
the individual or corporate investor but, n a
broader sense, he is acting as a guide to the
efficiant allocation of capital in the economy.

In discharging his responsibilities, the
financial analyst needs & thorough nndsr.
standing of ecomomic and financizd trendz and
of the outlook for the economy and for par-
ticwlar industries. For such a task, material
provided in she Sursvey of Current Business
is a constant and invaluable source of vital
informarion. Very few of the voluminoos
facts provided hy the Survey cannot be used
at one time or apnather by & thoreugh finsncial
apalyst.

USING THE SURFEY TODAY

The birae use an analyst can make of the
Survey is to obtain information about the past
and projectsd devalopments in the sconomy.
For a hasty review of recent developmentis, ha
can consult the four pages of charks in each
fasue that give a vieual picture of major areas
of the economy. For more detailed analysis,
nomerical datw in tabalar form about practi-
cally every szpect of the sconomy are spread
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theoughout its pages, some pablished on a
recurring basis and othsrs in the form of

special reporte.

Nations! Imcome and Prodoect Data

From a broad sconomic point of wiew,
the most nsefui information in the Sorvey 5
the pressntation sach month of key informa-
tion on the national income and product ace
connts akd, once a year in the Joly issue, the
revisions and updating of historical national
income and product data. In addition, his
toricz] data on industrial production, business
sales and inventories, and prices, labor force
information, and & wide assortment of finan-
cial data sre made available. The Servey
regularly pzesents reperts cn basiness inten-
tions for plant azd equipment spending and
also manufacturers’ expectations about =ales
and ioventory levels. All of this infermation is
the core of economic anzlysis and economic
forecasting,

Indusiry Dain

For the industry analyst, the Survey is
probably the best single saurce of information
on particular indnstries. Therein be can gather
infarmation abont production, employment,
inventories, exports and imports, the labor
force, and prices. Of course, there are
other szoarcez of such informstion, but the
Survey invatiably represents the point of de-
parture fot any analytical work in this ares,

International and Regional Data

For international onalysis, the Survey
provides information about the halante of
payments, plant and eguipmeat spanding
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abroad, snd sales of foreign athliates; from
time to time, it publishes special raports zbout
international devslopmeants and their implice.
tions for invastment in the U5, It slso bene.
fits the analyst who Jollows companica the
zeles of which are peagraphically concen-
trated by providiag regional mnalyses and
analysis of factors snch 2s persensl income
by State.

Corporate Profits

Key 10 any Enancial anelysis is an un-
derstanding of the profitability of business
enterprise and of the factors thar aflect cor-
porate prefits. In this area the Survey is par-
ticularly helpful, providing not only aggregate
data with respect to total carporate profits on
a national income hasts but aleo 2 breakdown
ol yross corporate prodoct and domestic col-
porale profits on a current dollay basis, as
well as unit cost data for monfinancizl cor-
perations in & degrss of detnil not heretofore
available. This information provides a valu-
able insight intc the irends of corporate
profits in the postwar perfed and the factors
that have influenced the changes that have

ﬂ‘:‘{.'-l.l.l.'l'l.'.da.

taput-Oatpot Dain

One  further service provided by the
Skrvey ie itz oceasional publication of inpat-
sutpat tables that can provide a penetrating
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analysis of interindustry relationships and the
impact on varions industries of alternative
economic developments. Analyziz have not yet
taker full adventage of this work, primarily
because of tack of Enowledge abeont the input-
sutput techniques and alsc becauss the in-
formation thos published is felt to he some-
what outdaked. However, with the pnblication
of mors frequently updated iopat-outpet
tables, imput-output analysis shonld become a
critical part of every analyst's toolkit.

THE SURFEY OF TOMORROW

With respect to areas where information
provided in the Syrvey could be improved or
sxpanded to sid the financial analyst, several
suggestions come to mind.

Corporste Gross Produet Dats

One of the most fmportant would be a
atill further expansion of tha valusbie in-
formation contaioed in the analyses of cor-
porate profits. At the present time, gross
corporate product and its components are
divided only into monfinancial and fnanciat
sectors. A further disaggregatiun of the non-
financial sector would be extremely useful. Uf
this informatica could be subdivided into
major industries and if the financial sector
could he analyzed, & much desper insight
ciould be provided for fimancial apalysts, A
second bit of mformation in the profit sector
that could he most usefu]l wowld be not only
a disaggregation of wnit costs hy major in-
dustry but alsp an analysis of the compapents
of unit labor costs: output per man-hour and
compensation per mandwur. At the present
time, this information can ooty be vbtained in

Edmund A. Menniy & Semior Fice Presidene
ond Chairmar, Truse fnvestmens Commires,
Republic National Bank of Dallas.
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» general sense from data poblished by the
Bureau of Labor Statistics. It » profit-oriented
econonty, the measnrerent and understanding
of the factors influencing profits should be
of considerable importance not just to the
financial analyst but akao to eorporate officara
and Governtnent officials, To fhe extent that
fuorther diasggregation can ba provided, the
analysin and undersianding of profits will be
significantly improved.

Publication of Ecamametrie Foresasta

A second way in which the Office of
Business Economica could help the financial
analyst would be to publish the resulis of the
econometric forecasts that it regnlazly pre-
pares. It js acknowledged that these forecasta
might be taken as official Goverument fore
casts or that political coptroveray might be
stimulated by the differemcos between such
forecasts and those provided elsewhere. Never-
theless, a good deal of work has been dome
in the preparation of these models, and a
careful labeling of them for what they are
shookd precdode must of the misanderstand.
ing that could otherwise occur. Few private
organizations have the stafl or the capability
te prepare ecomometric models, and the pre-
sentation in a more publicly svailable form
of tha material prepared by OBE would
he of considerable belp not only to the fman-
cigl community but also to business at large.

A few mrore mimor sopgestions may be
of imterest. More fraquent updating of the
input-output tables and some analysin of the
structural shifts in the economy from the
earlier input-output modela to more tecent
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models would be most nseful, OBF might also
give consideration to publishing estimates of
gross national product and its componsuts ob
a monthly rather then a quarterly basis. Fin.
ally, for the material presented ip the blne
insert in the monthly Survey, a one= or two-

" page table indicating where prior historical

data can be obtained would be helpful. It can
be a considerabls bother to search throngh
the most recent bisanial supplement ta the
Sursey and go through the detailed descrip.
tion of the data in order to discover where
earlier data are available. A single tabular
List of soupces of informskion such as is pres
sented in Business Conditions Digesel would
be of great e,

Nowe of thess comments are meant Lo
deteact from the outstanding efforts of OBE
te provide us with such a vital sonrca of
economic information. The Sureey is an oual-
standing contribution ta economic analysia
and a constant yefarence for the busy finan-
cial analyst.
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IR H:ppy fiftieth hirthday te the
Survey o} Current Business. Long may it roll
off the presses, recording and analyzing the
growth of pational inceme and produet. Your
nationel accounta systetn is a great accomm-
plishment of modern quantitative economics;
it supplies an intelligible, integrated, and in-
valuable bedy of information about the func-
tioning of the Nation's economy. Itz hig sum.
mary number, grose paltionsl preduct, has
betoue a housthold word and has even been
enshrined in a clock,

GNP N MEASURE OF WELFARE

Yet at 2 time when your nmmbers are
experiencing greater nse and greater atten-
tion than ever before, they aho are geiting
more fundamental criticism than ever before,
Put aimply (perheps to the point of carica-
ture}, the criticiem is that, even after carrec-
tion for price and population change, the
gross paticnal product does not yield an un-
ambiguous messure of national welfare; a
rise in real GNP per capita does mot neces
sarily mean that the Nation has berome batter
off, nor does a decline imply that it has he-
eome worse off, This diagnosia may be fol-
lvwed by either of twg prescriptions: {a} ig-
nore GNP, or (b} fix GNP so that it does
measure social weliare.

I know you will not ignote the GNP.
I wrge you to bear the criticism with pride
as a symptom and symbol of your success. I
urge that you not try to *fix it"—to convert
GNP into a purperted measure of social wel-
fere. Xeu are doing your job se well that
people are asking you to take on a different
and bigger job. Resist at all costs, becaunse
you can't do that job. And if that sxpresses &
lack of faith in yonr capahilities, let me
hasten to add that nobody can do that job.
Producing a summary measure of social wel.
fare is a job for a philosopher-king, and
there is no room for s philosopherking in

Alth ANNIVERSARY ISSUE

ARTHUR M. OKUN

Social Welfare Has No Price Tag

the Federal Goveroment—especially not at
OBE, even under the new proposals for creat-
ing super-grade slota.

As yoo well know, the crilics are abso-
lutely right that GNP does not measere social
welfare. For more than a generation you have
been telling the readers of the Survey of Cur-
rent Business that GNP iz not ntended to
measuze social welfere. It i snconraging that
ak lzst eome of the critica s=2m ta be catching
on. But shvicusly you have to keep om re.
rainding them. Just racently in ths Janvary
issne of the Survsy, you published the wise
words of my collsagne Edward Denison to
that effect. Only because the message seems
to require so ouch repstition do I feal juati-
fied in restating somme of the points that
Tenison made.

It is hard to wnderstand how anyone
could seriously helisve that GNP conld be
convertad into a meaningfol indicator of total
social welfare. Obwionsly, wny number of
things could make the Nation better off with-
out raising ite real GNP as measured today:
we might start the bet with peace, sguality of
opporhmity, the elimination of injustice and
violence, greater brotherbood among Ameri.
exns of different racial snd ethnie back.
gronnds, bettar understanding between par-
ents and children and between hushands and
wives, and we conld go en endlessty. To sug-
gest that GNP could become the indicator of
sacipl walfare ¥ to imply that an appropriate
price tzg could be put on changes n all of
thess sopial factors froor one year o the next.
This is hardly a minor modification of the
national accounts. It 75, as [ have auggested,
azking the national income stefistictan 1o play
the role of a philosopherking, quantifying
and evalusting all changes in the human

Arihur ¥, Okur is Senior Fellow, The Brooak.
ings Institurion,
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seens, And it is absurd to suggest that, if the
national income statigtivian cam™ do that job,
the fizure be writss for GNP is not interesting.

Ws aill display better cense in judging
family welfare, avoiding verdicts intoxicated
with the brew of sconvmie detsrminiem. We
know that income is mm important atiribute
of any family: the size of its income is an ex-
eallant [ndicator of whether the family is like-
ly to ba suffering from malnutrition, to be hav-
ing difficalty in realizing the foll edacational
potential of s children, wte. I any man on
the strest were azked to judge a family’s wel-
fare, he would want o know It ncome and
he would went to know & lot of other things
ahout its members too—Eacts about their

health, about their relations to one another,:

and to their jobs, their friends, and their
society. Even onr cliches remind us that the
best things in life are free and thet there are
things like love and zood health that money
can’t buy. These lessons are equally important
and equslly appliceble in the evalualtion of
social well-being.

MARKET-ORIENTED PRODUCTION

What you can and do measure aa national
income statisHciana ja the output respltimg
irom market-vriented activity. The key to
market-oriented activity is the presence of
price tags. These are the essemtinl ingredisnt
in any objective standard of measurement
that yon can apply. Price tags enable you 1o
sam up in 8 meanivgful way physicians’ pre-
sctiptions and phonograph records and
pounds of steak and packazes of heans. You
cen add up all the things that money can buy.
Bue if you were to hn seduced by your ¢ritics
jnte Jnwventing price tags which neither exisy
ner can be reasonably approximated for
things which money can't bay, you will have
sacrificed any objective yavdstick.

Analogously, the institutional structure
supplios the yardstick for the jmportent dis-
tinctions you must make between final and
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intermediate products. As a good first approx-
imation, the things businsssss buy for current

“use are acguived for transformation into some

marketable output, and they are intermediate
product because they ere purchased for recale
it some broad sense, On the other hand, the
items which government and consumers buy
are being acquired for ultimate nse and are
final product. Finally, the externalitiea and
spillovers of economie life—those costs (and
benefits} imposed on other people by some-
hody elee's consumption =ad production—get
reflected in GNP anly when sociely gives them
explicit recognition. If society places & re-
striction or & tax [or a subsidy) on some ao-
tivity, the national incoine statistician picks
it up. I society’s wverdict is that it s too
trivial to matber, the natisnal fncoms statis-
tician follows that verdict, Perhaps OBE paads
to frsist more clearly and more often that you
are vot saying that the market, the institu-
tional structure, end the legislation on ax-
ternal effects are all right and perfact—but
meraly that you most hase yonr bookkeeping
on the verdicts of zociety and must confine
your #fforts for social reform to evenings and
weekends, with due regard for the provisions
of the Hatch Act.

As we have known for decades, the guid-
ing principles still laave some fuzzy boundary-
line arens. Some of the questions about where
to draw lines are terribly perplexing. I wanld
not be prapared to dafend ta the death your
corrent freatment of such matters a8 gross vs.
net national product, consumer intsrest on
peraonal debt, the omission of all services of
capital from ths government sector, and the
absence of =ny povernment intermediate
services. But the current system ix a workahle
arrangement, and whan 1 dent like itm
answers, I can roll my awn, relying on the
detailed information you provide. You shonld

. continge to think abowt the dificult houndary-

line jssues. Bot you showld not, I wonld insist,
introduce major changes in the concept of
productive activity, the boundary Tines be.
twesn final and intermediate produoct, and the
svaluation of externalities, Let me mmn
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through some examples of chenges you should
not make.

HOUSEWIVES' SERVICES AND LEISU'HE

For gaod reasons, you violate the normal
institutional boundary line between business
and consumers when you impute the tental
value of owner-occupied housing. You do this
because the owner-occupant is short-circoiting
the market that tenants go through. Yon de
the same thing for food which farmers pro-
duce smd consume within their own bouse-
holds ratber than sending to market. Why, the
Argunent goss, should you not treat the house-
wife similarly, as short-cireniting the market
and providing services which other famwilies
obtain by hiring domestic workers? I find it
a compelling argument that z housewife is
not & maid—and that this difference is of &
higher order of magnitude than the diffcrence
betwosn the title to a house and a lease. The
activity of a homsewife #s not that of a maid,
and valuation of the housewife’s bomrly serv-
ices in terme of the wage rate of maids, or
any multiple thereof, would not translate her
ectivity meaningfully into dollars and cents.

I have never heen disturbed by the well-
known paradox that, when the bachelor mar-
ries his cock, the national product goes down.
The GNF is mezauring the ootput of market.
otiented activity, and merket-ortented activity
is reduced by the cook™s marriage. Whetever
she does 25 the mistress of the housshold is
» different typs of activity, oriented voward
different objectives than receiving ber pay at
the end of the wesk. Why is this any mere
paradoxicel than the fact that the national
product will go down if I take 2 month's ube
paid vacation in order to travel arcund the
world? In both cases, the marketable output
of the MNavion is reduced, but that dosn't
mean that welfare is redaced. If I made a
rational decision, the psychic value of that
trip must have exceeded the sacrifice of im-
come. But if on that secount it i3 argued thai
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the GNP must oot be allowed 1o fall, then I
mmst ask how to evaluate the same trip if [
had made it on paid vacation and had not
hed to sacrifice income.

The vacation exsmple gets ue into the
largest elemeat of what might conceivably be
viewed as patentially marketable services that
do not show up in the national accounts, i,
tlme allocated te everything bat work, I sue-
pect that, if we lived in a world in which
tveryone had the option of working precisely
a3 many hours as he wanted every week at a
fxed and known wage schedule, a plausible
—although still not comwpelling—argument
could be made for evaluating leisure as
& comsumption good. In awch 2 world, one
xaight argoe that the individual must explicitly
decide o withhold some portion of his po-
tentially marketable services, and thas to sell
that time to himself for consumption parpoeses.
But the real world has more or less standard
workweeks and imperfect opportunitiss for
moonlighting. In the resl world, the current
practice of ignoring letsure in the GNF is the
only sound aod sensible treatment. Leisurs is
a pood thiog, but it is one of the many gocd
thimgs which do not bear a reascnably de-
terminate price tag. It is ap important sabject
for analysis and evalvation and research, but
it doez not belong in the GNP.

TELEFISION AND RATIO

Whatever the conventions of accounting
and the roles of the Internal Revenus
Service allow Arms to treat a3 the corrent cost
of doing business shows np a= intsrmediats
product in the pations]l accounts.’ Geperally,
this concept of intermediate product is reason-
ably satisfactory. To me, its most puzzling
single consequence is the resulting valuation
at zerc of television and radio services to the
consumer. Insofar as programing over the

'An mzception i3 the impatation for fond and
lodging Fernighed by business firme ko their am.
L
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airwaves ix supported by advertising, and ad-
vertising ia viewed 28 8 cost of doing hosiness,
no final product volustion i3 ateriboted to the
services. I sdvertising costs raise the prices
of auch prodocis &8 commetics and breakiast
foods (in the hase year for constant dollar
valuation), radio and TV fars may be counted
o some extent, althowgk in the wrong place.
But 3o long as radio and TV programs are
free goods to the consnmer, it is a3 meaning.
less to put a price tag an what comes over the
airwaves as it i to pit a price tag on ajr
itself. This is a perfect example of the gen-
eral principle that, if market behavior doesm’t
tell vou hew much something k& worth, you
have no way to tell.

“REGRETTABLE NECESSITIES™

It #s obrious that many of the things son-
sumsrs by ave not intended for pure anjoy.
ment, hut eather are 5 means of svoiding dis-
comfort or preventing detsrioration of physi-
cal and human cepital. Yet you count them
all as final product. Xou have besn wrged
to try to eliminate “ragrettable necessitiea”
from Anal produst and thus to clessify them
as a ¢ost of living rather than a sonrce of sat-
isfaction. Don't start down that path, If yon
should do a0, regrattable and onnecessary ae
it wonld be, you would find it winds alaeng
forever. Physicians' services and alt other
medicsl care costs are obwions regrettable
necessities, S0 are the services of lawyers,
policemen, firemen, saoitation workers, and
economists (includiog national income statis-
ticians) . So ars heating and air-conditboning
outlays. Except for the few pecple who live
to gar rather than eat to live, food in & e
grettable necessity. Indeed, it is hard to imap.
ine any output which clearly cerves the pur.
pose of pore, onmitigated enjoyment. Buoi
even if you could invent some arbitrary deh-
rition that kept fnal-prodoct consemplion
from falling to zero, the exclusion of regret
table necessities wonld make no sense. It
would deny the distinction betwesn mesting
one™s necsssities ind failing to mest them.
If girconditioning is a regrettable neces
sity i 1971 to these who enjoy its services,

132

then it must ba a regreitable nacessity to some-
ona who does not have it, and it mwst have
best 2 regreitable necesity fifty years age
when nobody had it Excloding s services of
such items as might bz desmed regrettable
necescities 8 palpebly unsatisfactory., As
Denteon pat it, “It yields the false result that
we are squally well off whether, in the same
circumatances, we ride or must walk to work,
frease or sxe comfartable, de or do not ob-
tain medical care when we sre sick, or pra-
vide or do net provide for pational security.
tfeeds and provision to meet them must be
separaigly evalnated.”?

EXTERNALITIES

It is obvious that the producer does not
incur all the coste of producing certain types
of output, nor does the consumer get all the
benefits, The producer who belches forth
smokes or who sends efflnent inte the vivers is
imposing a cost on society which is not re-
Rected in hia private costs of preduction. On
the other hand, the clearing of a swamp or
the creation of a park may generate bsnefits
which sre equaily absent in your mensure of
the gross national product. Although extern-
alitiss obviously go bath ways as costs and
benefits, thara is no reason to believe thak
they balance out on the average ar even that
their net balance is small. Why, then, it
ran be srgued, shouldé yon not try to esti
mate the net deterjoration (or improvement)
of the environment as a eost of productive
activity, netting it omt of GNP? Again,
I must ask how such a valuation could
be made if the market and the democratic
process don't geperate the price tags. Follow-
ing your pressnt reles, you will reflect the
costs and benefits that society recognises and
responds to. If 2 ban is placed on activity

PSureey of Current Pueseesy, January 1971, o 15.
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that is inherently dangerous, or fees and taxes
ate imposed, you will follow the signals and
properly reflect them in your valuatior of
output. I saciety chooges its mind, you will
make some rather puezling changes in your
definition and coverage of outputs. But eny
puzzles that arise concern the volatility of the
Nations collective judgment, not of ORE's
praaticea. Your principle of excluding the out-
put of illegal activity from the national prod-
uet abides by the social judgment thet some
sctivities have such important negotive ex-
ternalities that they sublract from society’s
vutput even though somehody is willing to
pay for them s an uitimate consumer, How-
aver vensible or foolish it was for the Nation
to dectde that the sale of alcoholic heverages
was illegal and then thet it was logal again,
it was completely sonsible for the nstiona) in-
coma accountant to follow thess verdicts. Reg-
ulatiops and iocentive taxes or subsidies ars
less extreme farms of the outlawing of sctiviky
and are subject to the same accounting prin-

giples.

MEASURING SOCIAL PERFORMANCE

Let me make clear that these possible
cenceptual revisions would not sericusly im-
pair the usefulness of the mational accounts
for the analysis of economic fluciuations and
growth. Even i you did all the things I am
telling you mot to do, ¥ coold atill get what 1
need out of the national accounts. Yet I urge
againgt such changes with conviction becauss,
as I mee it, the big danger is that, by
taking a few steps in the direction of an
allegedly more comprehensive measure of wel
fare, a reformulation of the accounts might
mislead the Nation into supposing that GNF
was at last measuring socinl welfare, And that
would impede the progress which we s0 ur-
geotly need toward better measurement and
svaluation of varfous changes in our social
and physical environment, cur health, and
the diffusion of well-heing across our scclety.

The critics have a genuine and strong
case in wanting #o know more about mocial
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welfare—they simply underestimate the mag-
nitude of the problem in helieving that any
on¢-dimensional, summary measure like GNP
could be fixed to handle it. There is a big
jub to be done, and national income statisti-
ciens and other economists can help do
it. The experience of the pational income ac-
countants can be instructive to those who are
working to develop social mdicators (even
though vor possession of price tags makes us
unigue), and we surely should be ready e
offer them techitical assistance and sopport.
In addition, for maoy of the issues noted
above there is additional information that
we ought to know about onr society even
thowgh that infermation will not, and zhonld
not, be embodied in the national accounts.
For example, we should know much more
abeut what people do with their zonwork-
ing tHme, including manhours of ploasure
travel, of menmarket-oriented volunteer so-
cial and political activity, of commuling to
and from work. Economists who have ex-
perience in collecting information on working
hovrs may be able to help design and develop
surveys to gel such data. To take another
exammple, we should know bow much is speot
such yenr by producers wnd consumers oo
specified mctivities desigmed to avoid or to
remedy snvironmental deterioration. Within
the ccomomic realm, we need to know a grest
deal more than we de ahout the distribution
among families of consumer expenditurea and
of investment in human resourcss, mcome,
and wealth in order to evaluste the sxtent
to which cuor society fulfills its egalitarion
objectives, :

In short, the GNP is not the whole story
of onr zociety or even of our economy, and
no conceiveble redefinition can turn it into the
whole story. OBE oan help in many waya to
put together soine of the other pieces required
to develop the whols story sbowt social per-
formancs., Bat you would not assist by com.
promising on the proposition that GNP is nos
a measurs of tatal mocizl welfara, The heauty
of your present practice is that no sensikle
perzon could seriously mistake the GNP for
such = measore,
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JAMES J. @'LEARY
A Bonker®s Priorities far OBE

MRENNNN (n the occasion of the fifticth
birthday of the Survey of Current Busimess,
I am privileged to comment briefly on the
work of the Departnent of Commerce’s Office
of Businesa Economica, The U5, now s face
to face with perhaps the mwost difficalt test of
public policy in our history—how o restors
foll employment and ot the seme time curb
inflation and wltimakely achieve rearonmbie
price stability. Public policy measures must
be timely and correct in the magnitude of
their effect. The effectiveness of public policy
is greatly enbanced by the wealth of knowl-
edge which has been developed by OBE and
the much greater speed with which the dain
are available. Without the {roits of the work
of OBE, policymakers would be withour a
compass and withoul a radar screen.

The work of OBE is so comprehensive
that it is difficult to know where to start in a
commentary, The GNP accounts provide, of
course, the basic tavl of forecasters. The much
richer detail of the data, and tha greater
spoed with which they are avatlable, provide
economists with a most veluable tool for
anolyzing cyclical swings and secular trends
of the ecomomy. I find the recurring survevs
of investrnent intentiona o be an invaluable
inpmt mte my own thinking abont the scon-
omy, The inpot-output soalys: iz highly
usefp] in forecasting the cyclical behavior of
individual industries and firms within o
tries. In these daya of threat to the dollar in
international exchange markets, the balance
of paymeots stalistics are indispenaable.

PERSONAL SAVING DATA

In what areas of economic intellizence
should OBE devote mors rasoatess, atsum.
ing that the necsssary bundgetary resourves
can be mads available? I wonld say that the
area of greatest need i personsl saving. Ax
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the pressnt time {thizd quarter of 1970) the
personal saving rate ia runming at 7.6 per.
cent of diaposable persenal income. There s
much: speculation that pext year the saving
rate will declioe significantly and that conm-
sumer spending will strengthen. It i my -

- derstanding that OBE dozs not obiein any

direct informtation on personal saving—that
the estimate = largely & residual of other data,
namely, disposable personal income end per-
sonal contumption expenditures. We need to
have ouch firmer data on personal saving—
on its magoitude snd con the reason: why
peopls save and why they do ot save, It is
true that certain private agencies such as the
Survey Research Center of the University of
Michigan, the National Buresu of Economic
Rescarch, and the Naotional Industrial Con-
ference Board conduct surveys which shed
light on the motives behind saving, However,
it does seem lo me that we ahould oot con-
tinue to place reliance om private agencies and
that OBE should devote substantial resources
to making a major breakthrough in our knowl.
edge of personal aaving.

STUDIES OF PROFITS AND EXFECTATIONS

I would nlso like ta see OBE devote more
reaonrces ko enriching oor knowledge of the
behavior of corporate profits and the forees
affecting profitability. In more meneral terms,
it seemms to roe thet in recent years the axpees
tations of consnmers, minessmen, Ishor, and
investors have hecome more important in
economic decisionmaking. The expectation of
inflaticn has at times heen a most powerful
force. Perhaps ORE should be devoting some
of its resovrces o finding ways to mesmure
axpectations.

These suggestionn are not intended in
any way to detract from the enormows con-
tribuotion which OBE has mads over the years
but only to suggest aress of further improve-
ment in owr knowledge and undsrstanding of
the American ecomomy.

Jame; ). O'Leary is Vice Chairmun of the
Board, United States Trunt Company- of New
York.
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LOUIS J. PARADISO

Extending the Scope of Economic Intelligence

SIS The fifty-year record of the
Survey of Current Business baa been one of
continual improvement in quality and scope.
Significant advances, however, have ocoutred
in quantam jumps rather than in steady
progression, maioly because of limited re-
soyrces and the leogth of time requived be-
tween undertaking & new project and imple-
menting it fnlly.

After reading a copy of the Survey pub-
lished in zny month of the twentles, one I
atrack by the pancity of economic data avail-
able in that period. The broad economic
measures available could be counted on the
fingers of two hands. Analysts had series on
industrial prodoction, departmect store salea,
chain store salss, merchandise impotts, ex-
ports, carloadings, and a few more. And yer
with so little to work with, Hey really did a
remarkable job of interpreting economde de-

velopmaniy,

(H/IANTUM JUMFS IN ORE'S WORK
The Thirlies

A gquanbam jump ocedrred during the
M.R.A. and New Deal days, when Fresh data
were collected to administer the programs of
the thirties. The body of earninges data avsail-
able as o byproduct of administering the
Sotial Security program alse proved to he a
valusble addition. Toward the epd of the
decade, new surveys were initiated to gauge
changes in factory operations: these coversd
orders, shipments, snd inventories,

The National! Income Acconnts

The most striking advance made in the
development of new data, however, occurrad
during World War 1. In response to demands
of policyrakers for a measure of the effect
of the war effort on the economy, the national
imcome accounts were developed, thws pro-
viding a aew and powerful tool for we in
econamic analysis. Jince that time the GNP
wnd income statistics have been expanded snd
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itnproved by OBE, so that today historkeal
pnd up-to-date information is available on
practically every aspect of the economic scens,
The national income mecounts bave provided
a oew dimeneion of data for use in economic
analysis—a sophisticated and integrated ays-
tem—which has becoms an indispensable
sotrce of information for policymakera.

Input-Oulput Analysls

Another guantum jamp has occurred in
the past several years, with the development
of input-output apalysis, in which for the
first time industry sales aod purchases were
tied eo and intsgraied with the national in-
come accounts, The Survey articles designed
to show the wse of nuch data in analyzing
particalar sectors of the economy—such as
residentisi huilding and consumer spending—
are sriking examples of the advances made
in the anelytical phase of the OBE woik.

Reglonal Analysis

In addition, in the past several years, the
scope of OBE’s regional analysia and estimates
have been greatly sirengthéned, as more de-
tailed data on incoitie and employment by
regiots and subregions have been aesernbled.

The OBE Economeirie Model

Also, OBE hae recently devobted part of
its resources to the development of an econo-
metrik model within the framework of the
national income accounts. This relatively new
tool of analysis iz becoming indispensable as
a means of gelting anawers to many economic
problems which herstofore wers obisined
only through eclectic approaches,

The progress made in the scope of eco-
nomit data and analysis by OBE is strikingly
evidect from a perusal of copies of the Survey

Louis §. Paradise is Economic Conscliant,
The First National Bank of Bosten.
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published under the sble dirsctorahip of M.
Jozeph Mechan in the fortiss and ffties,
progress which has been extended even more

vigarously in recent years under the present-

brilliant Dirsctor, Gaorge Jaszi, and his com.
patent siaff,

Considering the relatively small staff and
{imited resources of OBE, its oriput end
productivity over the years have indeed been
astonishing. This is not to say that some
changes are not in order, ner is it to imply
that everything being done is just right. The
very Fact that the Director has acked for criti-
cal comments on the work of the Oes and
soggestions as ko its furars dirsction testifiss
te OBE’s desire tc make continual progress
and 1o excel in its work,

I bave no earthshaking snpgestions to
make with regard to the fature work of OBEE.
1 do have a few thoughts on partienlar phases
of its woark and program, some basic and
others of minar importasce; & few stem from
questiona that have bsen raised in my dis-
cussione with various private groups. Thess
are not presented in any order of importance
but are set torth as they come s mind. They
are the kind of improvements which I believe
may Tesult in an even more extencive use of
the owtput of OBE. First, let ma dispose of
Eome minar matters with respect to the Survey
itself.

IMPROYING THE SURVEY
Placement of “5™ Pagen

Translerring the “3" pages of the Survey
«~=the statistical compendiom—to the center
of the publication was & meistake. It in most
inconveniant to users of text tables and other
materisle to have them seperated by the blue
pages. The ©“S™ pages shooid be moved vo the
back of the magazine.

The National Accounts Historical Series

The July isaue of the Survey, which con-
tains the revised back data for the accounts,
shounld publish these data through 1964 Com-
parzhie historical series can thep be chtalned
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by the wsz of the 1966 Supplement to the
Survey amd the latest July issue. There may
Y& a problem of apace, but if a new format
can he worked out, the users of sach data
would be saved much time.

Rates of Change and Anstysieal Ratios

Very recently the Survey began publiah-
ing annual rates of change for some of the ba-
sic national accounts aggregates. Many other
sectors should be covered—indeed, an entire
pogs could be devated to raten of change and
to significant analytical ratios, Detafled in-
veniory-sales yatios are published carrenty,
as are the very valuable ration provided for
the corporate sector, Additionsl analytical ra-
tioa would be most useful, such as a table
giving historical ratica of the major com-
punents of GNF o towal GNP and ratics of
major consumer expenditure categories 1o DPI
or to total consumer expenditures,

Reorganization of the “5" Pages

The “S" pages contain about 2,500 soriss,
some quattorly but the majority on o monthly
basis. OBE ahould tnake s survey of its sub-
scribers, Bbraries, and other asers to deters
mine the sxtent to which thess serica are
being used. Many series are besic and must
b included in the "5 tables, sach as those
on retail trade, priees, production, and em-
ployment, Buot the user would not resott to
the Survey sa the source for much of the data
op commodities, for example, mainly becawss
the commodity dats contained in the “5”
pAges, in many instances, are incomplete for
purpases of analysis. Perhaps fewer product
categaries with mom details could be pro-
vided, A teview project along these lines waa
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under consideration several years ago; it
should be reactivared when and if resources
are avallable.

Charis

Recenily four pages of charts were in-
cluded in the Swreey ahont which several
questioms may be raised. They all begin with
1968, which does not provide a lang enough
perapective. A looger period, say from 1964
to 1970, might be more usaful. Maost of these
charts are cootained in Economic Indicators
apd in Busineyr Comditions Digest. Sonw
charts do not portray significant cemponents,
" By Plant and equipment expenditures should
include menufacturing and the atilities and
communications industrics and the Federal
budget chart should include the surplus or
deficit. If pages of chars are te b included,
I suggzest that they display the details of the
national jocome &nd product accounts: such
a presentation would be unique, not provided
in any other publication. Aliernatively, a new
series of charts could he developed showing
analytical relationships, for example, factors
affecting fixed investment, relation of con-
sumer spending to incoms, ebc.

BETTER CAPITAL GOODE DATA
Expanding Anticipaiton Surveys

Vary few basic changes have been made
in the OBE-SEC plant and equipment ex-

penditure survey over the years. In periods
when the ecomomy shifts it direction, the
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survey projections publizhed in Macch torn
ocut to be eghstantially diffecent from the ac-
tusl expenditures reported a year later. Thia
difficnlty is nat unique to the OBE survey.
There i3 no reason why this survey cannot be
expanded so as ta alicit much maore infor-
mation than is now obtained o belp in mak-
ing better projections.

I betieve that each year oew linez of in-
formation shonld be obtained. For example,
what zre the lags involved from appropria-
tions and anthorizations to new ordera placed
and expenditures? Can average lega be de-
duced? What were the mmjor conskderations
in each year's mvestinent decizions? Many
interesting facets of this dynamic sector of
demand conld be purased. I am not suggest.
ing that the plant and eqoipment sorvey be
expanded to resembls » Censnsdype project
but rather that additionst information is need-
ed to better jadge the forces affecting sciual
investment and invesiment aniicipations, In
this connection, I would like to see a3 a Tong-
range ohjective a pobication by OBE pre
senting the resnlts of an in-depth study on
investment and factors in imvestrent decls-
tons; such & study might include an analysis
leading to projections of lnglerm requires
ments for capital goods.

Estimales of Fixed Investment

Continuing with the capital goods sec-
tora, a question frequently asked iz what the
r=lation is between the plant and equipment
survey estimates of capital outlays and those
used ko the GNP account. | believe that pe-
rivdically OBE should publish a table show-
ing such a relationship, similar to the current
practice of publishing the relation between
IRS profics and NI profits, the relation be-
tween merchandise trade on the Census basis
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and the OEE concept, and the reconcilintion
between the Federal budget receipts and ex-
penditures and the WIA estimakes.

PRODUCTION MEASURES
Industrial Prodection Estimaies

ver the next: ten years or mm'a,DBE.

should hecome the soarce agency for all indus-
iry production data. There in really no lagic in
having the Federal Reserve Board responsible
for compiling industrial production indices
excapt that the ssries was etarted there ind
tially. The consumer cradit series was origin.
ally campiled in OBE, vet it wm recopnized
that it logically belonged in the FRE and
wgs lurned over to that agency.

Monthly GNP

But perbaps even mors importact i de-
veloping GNP on a monthly basis. This does
nat imply that all the items now presentsd in
the gquarterly tables should be developed
nonthly. A start could be made on the GNP
breakdown. The task would mot be overly
dificult; monthly data are now available for
most of the components and fairly good esti
matss can be made for the others. A reason-
ably reliable GNP monthly series would im-
menssly enhance the analysis of the current
business situation and be of considerable
help 1o forecasters in giving them a rmore up-
to-date GNP jumping-off point,

THE CONSUMER SECTOR
Consumer Expenditores

OBE has spent much effort in obtein.
ing sound estimates of consnmer expanditures
by major and minor categories both in eur-
rent and constant dollars. Because of lack of
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reliable data, the number of such categories
has been reduced, Every effort should be made
in the foture to enlarge the list. ¥or marketing
pitposes this would be invalsable, In addis
tion to the broad categories of durables,
nondurables, and services, anather grouping
should be considered, a classification of itema
according to thair response to income chonge.
Four gronps may be distinguizhed: firat, the
group of items which zre sensitive to income
thanges: sacond, the insensitive gronp; thind,
thoze about in ling with income changes: and
fourth, those having little or no rslation ko
income changes, Such a classification of a
l2rgs list of consnmer items would be espe-
cially nseful to market analysts. For the long.
er rop, a thorough study of the role of the
consumer in the economy would be an in-
valoable document.

Peraonal Saving

Perhaps one of the most important newr-
lerm projects copcerming this sector is a par-
trayal of the relation bebween the persopal
saving derived in the income accounts as a
residual between personal dispesable inceme
and personal outlzys and the divect quarterdy
estimates of personal saving, Or, to put it
another way, the question I have often been
asked is; what is the breakdown of personal
saving in the natjonal income accounts by ma-
jor =savings categories? Despite the fact that
this is a difficult umdertakiog on a quarterly
basis, its resulution would lend comfort te
thoze who question the reliability of a saving
figure derived residually.

A detaibed breakdown of personal sav-
ing would alse help to clarify the fectors
that undezlis the revisions which OBE makes
periodicelly. For exampie, the published fig-
ure on personal savlog in 1965 was $25.7
billivn {Auzuast 1966 Supplement te the Sur-
vey); in the subsequent revision for that
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year the figurs was raised to $28.3 hillion
{July 1970 issue of the Survey). It would be
of interest to know what components ac-
counted for the difference.

Conshmer Goods and Consumption

Also, an effort should be mads to recon-
cile the category of consumar gasds output
index as published by the Federal Raserve
and the consumer goods expenditares in real
terrns derived from the OBE data. On the
face of it, one would deduce that the dif-
ference represents inventory change. In real:
ity, thare are other diffsrences, swch as the
fack that some consumertypé goods are
bought for business uss.

This leads to the question of the alloca-
tion problems involved in hreaking down
toral salas for soime categories, such ma suoto-
mobiles and typewrdters, into consumer and
business use. OBE has dewoted cormiderable
attention to this problem, but perhaps addi-
tional periodic surveys are nesded to esti-
mate the proportions more accurately.

Retnil Sales and Counsumption

Finally, there is another perplexing prab-
lem which could be clarified If reconeilia.
tian tables were published. I refer to the
relation between the movement of retail sales
a5 pablished by vhe Barean of the Censua and
the movement of consumer expenditures for
goods incorporatsd in the OBE consumer ex-
penditure series, For example, from the secand
guatter of 1969 to the third quarter of 1970
seagonally sdjusted retail seles (Census) in-
creased 4.6 parcent, whereas consumer goods
expendibures, seosonally adjusted, rose 6.7
percent over thiz same period (November
1970 issue of the Survey}. There is no ques-
tion that soch & Jerpe discrepancy can be
reconciled. It would he helpiul to weers, how-
wver, if from time to Hme the method used
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to arrive at the goods estimate wers indi-
tated—to what extent it is based on Cenems
data, what other sources are employed, and
what adjustments are made.

PERFECTING THE OBE MODEL

OBE has spent a goodly nnmher of yaarn
devaloping an econometric model asing the
framework of the GNP accounts. This model
is ofill in the experimentzl stage, and for
this yeason OBE is wise not to publish fore-
casts or special simulations xa yet More Te-
saerces should be devoted o perfecting The
modat: it iz the only approsch available with
which the chain reaction to a change in one
of more ecohomic variables can be traced
and quantified throughont the economic sys.
tem. Equally important is the imtnense knowl.
edga that it would provide about the nature
of economic relationships and the interde.
pendence which exists amaong economie vari-
ables.

Publication of Fanations

It is in this laiter conmection tha 1 be-
lieve OBE should make its results available
to the public. It would be quile profivable if
OBE periodically were to publish in the
Sureey the structural equations derived in
important sectors. This sheuld include an
explanation of what variables were iried,
which were discarded, and what equations
are currently io use. It should indicate how
viell the oquation reproduced historical ex-
perience and should provide an interpretation
of the impect of changes in the independent
vatiables on the dependent variable,

Such presentations would greatly bene-
fit other workers in this ficld who may be
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groping %o davelop aimilar squatiens. Con-
versely, OBE could zolicit squatlons which
those other workers may have developed.
The publication of specific squations would
alse be helpfol to business analysts and
others by providing them with 2 working
formulz to uae as a atarting poaint in project-
ing swch quantities as business investment,
profits, and prices. I believe that if such a
pelicy were adopted it would be a pgrest
step forward in enhancing the value and wse-
fulnesa of the Survey. Thers s n wealth of
makerial avsilable in the details of the eco-
nometric model which should be ahared with
a wider number of individaals.

FROJECTS TO BE REACTIVATED
While OBE heae concentraled on axpand-

ing the scope of the economic series, soms m.
portant information has been dropped for a
variety of reasoms.

Business Population Serles

For many yeara OBE published data on
the number of husinass firms by industey, on
new firme started, and on deathe of firms,
These were widely used and quoted. However,
because of difficulties of estimation, problems
of conceptz and definitiona, snd discrepancies
which aroee between the levels of the OBE
business population series and those of the
IRS and of Census, & decixion wes made to
discontinue these series. If and whén zesources
are available, this project should he re-
activated.

Incomes Size Distribotion Serien

The work on income szize distribution
by families and by single individuals was also
dizcoatinued because of data problems. The
advantage in having such series developed
in OBE is that the dain are integrated within
the patooal incomee framework. Tt would be
desirable to raactivate the work on incoms
size distribution. This is a crucial series in
panging the income status of families which
cannot he judged solely on the basis of cash
income but mbst includs imputations and
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other types of imcome Hows consistent with
the concepts involved in the natiomal income
accounts.

The seope of the OBE work is ao vast
that 4 hook could be written on the rmsearch
and projests thal can be pursned in the som-

" ing years. 1 don’t think OBE really needs

very much advice from ontiders ax to how
ta kesp itsalf busy. The staff iz well aware
of the areas of wankness in data and analysia.
Data problems rangs throughout the acconnts
—from the foundations of the halance of
payments detailed statistics to the measures
of income of unincorporated enterprises. Per-
haps in the longar rum the most important
contribution that OBE can make is to refine
the basic comcepts underlying the messura-
nent of GNP and income. The present con-
cepts ave by no meons fixed snd rigid. Na-
tional incoms experts ars continually ar work
to maks the accounts conform maore closely
Lo reality or to few theariss. Concepls in soms
arsas pead to be raformulated, and, as they
are implemented statistically, the accounts will
bscome zvan more useful: for example, the
scops of the data would be graatly enlarged
if OBE in the coming deceds were to nndar-
take ths formulation of concepts relative to
national wealth and it§ Eeasirsnent.

The forsgoing comments are designed
to illuateate the many paths which «till nesd
te ba explorsd and developed. Other paper
in this ssries have commented jn detail on
various mspects of the OBE effort. There is
oo question, however, that this organization
bes done an outstanding job in extending the
scops of economic imtellizence and has pro--
vided the Nation with by far the hast st of
sconomic statisties in the world.
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SANFORP §. PAREER amd TODD MAY JR.

M 5is professional consnmers of
the Suryey of Current Busines for the better
half of ies filty years, gor dominant impulse
in celebrating thia anniversary ia merely to
cail, gratefully, “All Hailt™ Without the Swr-
vey, in all its roles—as 8 compendinm of the
primary data of others; as the generator of
its own increasing array of invalaable series,
beginning with the netional income: and a8
analyst and catalys? of data through s vari.
ous articles aver the years—the arts of
business forecastimg could hardiy. have been
practiced as they have besn over thess dec-
ades, let alone developed, insofar as they
have developed.

This debt of gratitude can be made more
specific by reference to all soats of landmarks
denotipg the entry of Survey data inte areas
where only privete angels formerly had dared
to tread, with great effort and great dread.
Todey business nvectory data, for example,
are teken as comrecbplace, yet ooce there
were pone. To take other instemoes, where
great private effort had to be expemded 1o
vhlain income distributions or aggregations
of capital stocks, now one jost waits for the
Survey to publish those data,

NEW DATA TO ANSWER NEW (UESTIONS

Reminiscence is only prelude, however,
for new joci of mierest develop, and one
wishes for new breakouts in the data. It would
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be nice to have agpregations of public and
private gutlsys for sducation or medical care,
for example, with accompanying hreakdowns
of where spending goes in terms of payroli,
types of goods, sic. Also wanled &= an aggre.
gate of costs of research of all kinds, public,
private, and nonprofit, and an explanation
of how those costs enter the sectors of the
acconnts: the same information would be
usefol for amtipellation sxpenditures. Ar the
tail end of the income distribation, it would
be helpful 10 show public transiers and pri-
vile gilts and carned income over time. Al
satts of new compilations are becoming rele-
vent in the developing climake of concem
for the quality and equity of American sco-
nomie life, And while it isn’t fair to earmark
everything for the plate of the Office of Busi-
pess Economice or the Survey, their succesa
to date is indicated by the fact that one tends
nalurally to lock for the zetion in that guarter.

OB E CONTRIBUTION T4 METHOPOLOGCY

But it is not only in the prodoction of
data that OBE and the Survey have sclhieved
sa much over the yesars—so much, indesd,
tha: we are always calling on rhem for more.
Fqually impartant has been OBE’s contribu-
tion to the development of discipline and
methodology in the bandling of dats. Data
processing, in some old-fashivned sense, has
been the pecatiar task of OBE, epitomized in
the rszking of the estimates for the national
income accounts. The requirements of a dozed
syslem force a conirontation with the fact
that there are difficulties of all sorts in raw
data, whether benchmarks or current sezies;
that economic series are wsually not maxi

Sanjord 5. Parker is Chief Economin ond
Todd Mey Ir., is Associate Economist,

Fortune magozine,
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murm-likelihood stebistice; and that twe tech-
nigues for measoring more or lezs the same
eeonatiic variable do not always praduace
wqual readings. In the process of reconcilia-
tion latent difhcalties are forced to the surface
and their cavees probed. In clasing ita systems
it iz the peculiar task of OBE to face dawn
conflicta, effect adjustments, and maks the
painful decisions that optimize the usefulness
of the data. The decision process presents
numerots scientific problems and sometimes
offars only artful solutions.

A preat desl that & worth knowing is
learned and is learnable in that decision
process aboul the quality of both the raw
seriez and the statietical spd products. An
mmderstanding of where discrepancies in the
geries can be resclved by logic and where
by judgment can tefl moch zbont the quality
of our information about the varions facets
of the ecenamy. It is hnportant 2o be able to
identify the possibilittes of error and their
sonrces in order ko judge the reliability of
reported changes and, in particutar, to form
a basis for evaluating changes in comparative
amnd qualitative terms,

It is not, of course, possible to sum.
marize these things in handy little T-tests and
standard errors. Thers is no substitute for
exposition and explanation not only of what
data are being used but of what has been
[ound useful and whar wanting, and why, and
what is being dane with it alf. In the computer
age the temptation is great to pass by the
guestion of quality, 10 press lime series to do

work they may not support, even lo lose sight
of what amounts to the lore that has gone
inte the original manufscture and svaluation
of those series. ,

This underlying methodological werk hae
perforee grown over time in a number of
‘ways. The national accounts have hecome
more usefully complex; note, for example, the
great strides made over the past decade in the
corporate and government aceounts, New
ways of measuring old thimgs—e.g., input-
output—have been devissd and put to ose
Meanwhile, the demends on the system for
precision have grown over the years, as the
goals set for forscasting and policymaking
have heen raized kigher, coser to asme sattain-
able or unattainable perfection. :

EXPLANATIONS OF METHODOLOGY

The one complaint about OBE that has
arisen during all these develapments is that it
hae not correspondingly expanded its exposi-
tion and explanation of the problems, the
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technigues, the lore, and, accerdimgly, the
reliabifity of the estimates for given and
changing purposes. Of course, the series msed
have been, identified, and there have even besn
gome reviews of the pature end divection of
past revisions. But anyone working with un-
derlying datu in the accounts can sce at times,
for example, that further current adjustments
in various serics have besn made, no doubt
for excellent reasons, or that some compenent
series have at times proved violently more
unreliable than others in the period between
the preliminary and the later estimate. When
thess matters are notived or puzzled out, OBE
ia always helpful m cesponding to spscific
technical questions, but perhaps the staff's
lives, as weall as those of some of OBE*: data
vsers, could be made easier if more of these
matters were indicated openly, before the
yuestions are asked. Even more important
here would be what can be learned about
matters about which questicns ere pot ssked.

Thera are other and more explicit wees to
which OBE could put what it knows. Thers
is the perennial problew of checking its per-
scnal saving rate against an estimate from
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bnancial data and #ts figures on deftated oo
ulacturing cutput against estimates from more
physical data. There are times, too, when it
is important bt difficult, without the user's
doing OBE's own work, to make sense of
whar the price indices are szyiag as compared
with the OBE deflators, chain or implicit. It
would ba vsefal, ay another jnstance, for OBE
not only to present its econometric model bt
bo review its performance end to explain the
degres to which a refilting to later data alters
coeflictents and thus projections.

THE PITFALLS OF EXPLANATIONS

There is an  understandable question
rained here by this plea for grester freedom
for OBE o rell more: will what will belp the
fechnical nser serve merely 1o confmse the
larger hody of nontechunical users, who want
to know results apd not difficnlties? There
iz alzo the matter of the formal relatonship
between the agency using a body of data and
the apne supplying it. No one likes it openly
said that his data don't check out in some
larger, logical sense, and sc there b the risk
that persons of pesition whe are not tech-
nically informed will be put off, on either of
these counts, and that they may perhaps even
vreate false issuee, But this larger world at
mome point hes to face the fact that OBE’s
kind of methodological work is a ngcessary
fanction of keeping the storecerd in the mod-
et statiatical world, There is hardly a place
in Governtent whers this work can be per-
fortmed better than at OBE, It is the supply
of results from this expanding methodolagical
function that showld now be increased,
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RICHARD W. POOLE

SRR When I begsn thinking about
pussible comimenta bto celebrate the polden
anniversary of the Swrpey of Currant Busi-
ress, 1 realized that the magaxine hes been an
important seurce of information for me per-
sanally for over twenty years. In thosa yesrs
I have moved through such diverse positions
as gradoate assistant n a borean of business
research, research analyst in the general office
of a large torporation, manager of a scientific
and manufacturing development deparbrsent
in = metropolitan chamber of commaree, as-
sistant to the president of a nomprofit foun-
dation, manager of James E, Wsbh's Wash-
ington, D.C., clfiza bafors he bhecams assn-
ciated with NASA, professar of sconomics,
and finally, dsan of a college of buosiness. I
offer these details sitply to testify that the
Survey in extremely useful to individuals and
groups engaged in a wide varisty of pursuits.
Even though my carveer hay deteriorated into
a deapship, I still find mysslf relying upon
the Sartey to keep abreast of economic
trends and as a source document for the
tisoy spasches 1 am caflsd upon to make.
S5¢ much for woolgathering. The retain-
der of my comments will be lmited to the
vary kmpottant efforts of OBE and it Re-
gional Economics Division in the Held of
regional accounts.

THE REGIONAL ECONOMICE DIVISTON

1 must begin by pointing to_the obyioim
fact that people are behind the Szrrey—
people whose dedication to research in the
public interest has mode the magazine what
it is today, In the carly sixtics | was a co-
director of a project funded through the
Midwest Research Institute in Kansas City
whose purpose was, among other things, the
estimation of county personel ipcome om 2
uniform basis for a six-State area, Arkansas,
Oklabhoma, Missouri, Kaosas, Jowa, and Ne-
bragks, Throughout this difficult project, car-
tied on at seven different universities, the
counsel of the OBE staff, and particularly of
Robert E. Grahatm, Jr, was of the wvery
greatest importance, It is well known by pro-
fessionzls in the field of regional economic
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and business research the: the steff of the
Regional Economics Division provides as-
sistapce which goes well beyond the data
and analyzia eontained in the Survey.

. REGHONAL INCOME ESTIMATES

State Perspnal Income Estimates

The growth of regional sccounts pab-
Lished in the Survey haa largely been limited
to Stste persomal income. During the first
two decadex of its exisience the Sureey cons
tained very lite regional dats, aithough by
1939 thars appeared a State-by-State render.
ing of income payments io individnals for
the period 1929-37. After thet, such esh-
mates appeared on & regular basis. From
1944 on, the annaal estimates have appearsd
in the Anpost issus; to this day that isse
remains the wmost important one for those
working in the field of regional analysis.

The ivclusien in Decamber 1966 of
quarterly estimates of State personal incoms
was a most weleome addifion to the Surveys
contents, particolarly for policymakers in-
tarestad in keeping close tabs on Stats per-
sonal incoma trende.

The Eact that xegional accounts wers not
of major importancs in the Survey until after
World War II reflects not only the seminal
charecteristics of netional income ecoount.
ing during the twanties and thirtiea, bat albo
the character of economic problems facing
the U.S. daring those yeara, It is not surpris-
ing that concern over regional developiosnt
did not appear ae & cxitical problem during
the Great Depression, when excess capaeity
and unsmployment charscterized the roast
prosperous of vegions; the same might be said
of the saper-full-employment peried of World
War JI. In spits of tha absence of a clowr
national purpose with respect to regional de.
velopment, however, OBE continusd and ex-
panded ity recearch on State Ineome in the
late forties and through the fifties. The 1256
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publication of the au t to the Skrvey
entitled Peraonal fncome by Stmter Since
1929 comstilutes a benchmark effort,

Regional Development Programs

The growth of submational sconomic
policy as a natienel concern has been re-
flected in tha regional data appesring in the
Surpey, together with the unpublished region.
al data prepared by OBE. The smergance of
nationsl prograr for regional development
sach a8 the Aren Redevelopment Act, the
Appalachian Regiomal Development Act, and
the Public Works and Economic Development
Act, togethar with the emergence of an am-
phasiz on coat sffectiveness analysis for all
Federal programs widensd interest in re-
mienal accounts. Moreover, because many
program impacts were not designed to he
etatewide, concern narrowsd to substate ac-
counts, and particularly to county personal
income estimotes.

SMSA Personal Income Estimates

The May 1967 issue of the Survey wit-
oessed the beginning of the regular publica-
tion of limited county and multicounty per-
sonal income estimates. Consistent with na-
tivnal concern over jocome disparities be.
tween metropolitan and nonmetropolitan re
giong, this series has been limited to data for
individual SMS5Aa togetber with that for the
sumn of all non-SM3A connties in each region.

FUTURE DIRECTIONS FOR THE SURVEY
Publication of Coanty Income Estimales

What arc some of the directions which
I see for future izmzes or supplements of the
Survey? First, it seems to me imporative that
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it begin pablication of the entire system
of county income estimates which the Re-

gional Economics Division bas been meking.
1§ this effort requires 2 special appropriation,
then I urge that it be given. My considerable
experience in work on counly income esti-
mation at the State and regional level has
made me well aware of the resoarces rer
quired for zuch efforts. Moreover, there are
considerable ecompmies of scale in the pro-
duction of county incotne estimates. Ordinar-
ily, there should not be two competent re-
search agencies preparing county income
catimates for the same State, I recommend
this action even though I am cognizant of the
poesible degres of erTor in estimating income
for very small counties and the neardy insur-
mourtable difficulties in estimating such coma-
ponents a5 property and proprietor inconoe
Lt i= possible that osome soat of Stake or
Tocal review system might be developad befora
publication of county estimates to avoid gross
errors which could be more readily identified
by those familiar with State or local econ-
oumes,

Polirymaking with Keglonal Dan

The editorial policy of the Swrvey has
besn, quite wissly, to eschew purely policy-
oriented articles end materials more appro-
priate for learped journals, Mevertheless, it
tow appeats to e that sole itterpretative
treatrivemit of the wses to which policymakers
are putting regional data may be io order,

State Social Accouants .

Finally, I would hope that Congress
may gee it to provide funds to spesd up and
expand offorts at completing systems of State
social sceounts to parallsl the components of
the national system.

Richard I¥. Poole is Dean, College of Businesa
Adminisiration, Oklahoma Stase University.
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The Baiance of Poyments Accounts

SR Syatematic and comprehen-
sive belance of payments accounting has
growa up with, indesd has very largely grown
becawse of, the Survey of Current Busines:
over this pest half-century. To be sure, a
sturdy earlier base bad been built by Pro-
feasor John H. Willisms of Harverd, whe
alse, zlong with Charles J. Ballock and Rufus
8. Tucker, assisted in designing the first
official stalistics, carrying the record back to
1350, But it was in 1921, at the initiative of
Coemmerce Secretary Herbext Hoover, that
the Bureau of Foreign and Domestic Com-
merce really began the formalized, routine
gathering of data from customs offices, banks,
merchant housea, shipping companies, apd
varicus governmental agencies. The official
tabulations of these data, first appearing m
the Survey of Currend Business, were but-
tressed from the beginning by the dnnued
Belance of Payntents of the United States, in
which the theoretical onderpinnings and is-
sues in datla evaluation were mote thoroughly
wxplored than would have betn possible in
the Survey itseM, where the emphasis had to
be on presenting the final prodact.

FRAMEWORK OF DEFINITIONS

Much i= still owed to the thoroughnpess
of the work underlying the early official
taboiations. It provided an vmambignons
iormolation of what was being measured,
and thereby established a clear framework
within which conceprwal changes in the ac-
ccunting structure could evolve as pew ele-
ments moved into new impertance. Bot alao,
because the initial definitions were precise,
they made possible a remarkable overall cop-
sjsteney and contionity in the recording of
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trapsactions within the balance of payments
accounts over the entire ffty yzars. Moreover,
from the beginning, there was insistent ree-
ognition of the need for viewing the balance
of payments from several sidea for grouping
the compenents in a variety of ways—in order
te bring out for analytical altention the dii-
ferent clusters of eements that may affect
the country’s external ecomomic positien, That
prismatic quality of the date alse, very right-
ly, has prompied the Office of Business Eco-
nomics (2nd its predecessors) through the
years o remind users of the interdependence
among many of the component accounts,

indeed, at one stags the stafl cooceived
& movel method for stresaing the impropriety
of lebeling a balance “favorable” or “um-
favarable” without evaluating the voricms
changes throughont the accounts which per-
witted such 2 balance, They sctually formal-
ized a “law of detractions and promotions,”
demonsivating that an increase or decreasze in
any one account cowld only be balapeed im
forsign exchange terms by an equal and offset-
ting change somewhere else. The further
searches set off by such conceyrn—attempts to
sort out the “gross” Agures that produce the
“nets"—have led to 2 tripling in the pumber
of regular component items in the “standard”
balance of payments accounts over itheir
fifty-year history. It has alse led to shifts
over Hme in the grouping of accounts to be
given leading prominence in the Survey’s
presentztions.

SURYEY OF CUBRENT BUSINESS




“VISIBLE" AND “INVISIBLE™ ACOOUNTS

At first, the accounts were divided be-
tween “visible” and “invisible,” as attention
was, guite properly, drawn toward the in-
creasing importance of capitel movements,
interest payments, tourist expendilures, and
remittances, in conirast with the traditional
emphaszis an the “balance” of merchandise
ivade, And onte stuidents had been exposed
to this grouping of the accounts for a time,
they began to note that, for the TLE. at least,
the viwible Iransactions were comparatively
stable in contrast with the highly volatile in-
visible Aows. By the sarly thirties, the data
supported a study showimg that changes in
the 1.5, gold reservea were more classly ror-
related with net capital movements than with
changes in the net trade aceoont Once the
capital sccounts were given greater promi-
nence, howsver, the significance of ancther
kind of classificative became spparent: to
distingnish betwsen “final™ and “ceversible™
payments flows, particularly in the case of
finaneial transsctions, That proved, or at
lenst thus far has proved, virtnally impossi-
ble to accomplich, and consaquently the staff
has turned as a poseibla substitats toward the
diztinction betwesn “liquid™ or “iMiquid”
assele acquired as a vasult of the payments
Bows. That distinction has in ters introdoced
about as many pew difficulties as it has re-
moved older ones.
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BALANCE SHEET V5. INCOME STATEMENT

The use of thase variays terms has, more.
over, Ted to confusion bebween the use of
“balance sheet™ approach and an “income
statement™ approach in evalualing the sources
of exchonge digequiliprium. For even thongh
balance of payments accouating has always
intnitively seemad closer to an income state.
mant, distinctions that rest upon the liquidity
of the reversibility of particnlar assats or lis-
bilitias da suggest 2 halance sheet approach.
It =, of courss, the sama kind of confusion
between balance shest accounting and income
statement accounting that has led to 5o many
problams in the asalysis of individnal husi-
ness firms. But it may be one of the more
promising aspects of this analogy that busi.
nesgs accounting has found an important miss-
ing link in working ocut a qunite ssparatse,
thongh wholly consistent, measure of 2 firny's
cash flows—past, corcent, and projected. In-
deed, it may be that 2 business cash flow
staternent vepresonts the sort of concept to-
ward which another kind of restatsment of
thiz country’s exbernal accounts should be
directed. For surely it iz from the et Aow of
cazh payments that the residual position of
U8, reserve amsats is determined, And it is
the aggregation of thess same fAows (net of
intended accumulation of transaction bal-
apces }, combined with the flows ascurring
in and gut of the Evrodollar martkst, which
determines the potentizl pressures on the
dollar in the foreign exchange marksts.

It was presumably the effort ke approxi-
mate a measure of sigoificzot fovees affact-
ing the Naticn's reserve position that led
originally to the focuz on the liquidity
balance. As the inadequacies of some of the
arbitrary rules of classiicalion implied by

Robert V. Rovse & Partner, Braown Brothers
Harriman & Co.
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that approach became inoreasingly apparent,
however, a specizl commitiee wap appointed
to review the issues again, under the chair-
manship of E. M. Bernetein, By the mid-
sixtics that work had resulted in the addition
of the so-called “official settlemenls” balance
as a supplacental messure centering specific-
ally on the Bows in and out of the officisl
reserves themselves, That had jost beem im-
troduced when, characteristically, another set
of forces began 40 play havoo with the in-
tended roele of the new measure—Howa be-
tween the Eurcdollar market and the U5, and
between the Eurodollar market apd other
important foreign currencies,

EUROIMILLARS AND BEFICITS

Indeed it is now clear that neither the
“Tiguidity™ nor the “official sestlements™ bal.
ance adequataly rafiects the special charactsr-
istics of the LLS. balance of payments, that
atise from the functions which the doliar has
acquired, becense it 1s the major imtstnational
currency of the world, at the center of the
new Eurocurrency market. The experience of
1969 and 1570 highlights how moch still re.
mains to be done to find a meaningful mess-
ure of the significance of many flows that
are clockad through the recording devices.
For in 1969 ae in 1970, shiftn of dollars
betwesn the Eurodollar markat and the U.S,
and shifts bstween Enrodollars and other cur-
rencies, dwarfed all other trensactions in
their net impzet on this country’s overall
acoounts. Yet these bransactioma produced
strikingly different sppesraintes under the
two prevailing methods of mezauring the US,
balance of paymenta position. Im 1969, the
end result seemed to be a buge deficit of some
$7 billion according to the “liquidity™ meszs-
ure; but 2 sorplus of $2.7 hillion on the basia
of oficial reserve transactions. The reverss,
in even larger numbera, appesrs to have oc-
curred in 1970, with a liquidity deficit back
down toward $2 billion, but an  official
sottloments deficit close te $10 billion
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A non-pational market, operating in ex-
traterritorial dollavs, ean literslly produce
the difference between a statistizal deficit and
a surplys in the 1.5, balance of paymenls, as
prasently measared. And it is conceivable that
ejther or both remlts could be recorded at a
time when all other flows across this coun-
try's own fromtisrs might be in balance.
Morsowsr, traneactions within that same ex-
traterritorial “Furomarket” can also produoce
at Hmes a substantiel exeesz or scareity of
dollars in the foreign exchange merkets,
quite independently of any policiss or per.
formance of the ULS. itsslf. While the record-
ing devices do mensure with reasonable ac-
curacy the and rasults of this markel’s opere-
Hans, they do not yet provide zny reliable
indicztion of either the probable finality of
some payments or the possible reversibility
of others. And even when these end resulis
have been measured, one may still wonder
whethar they provide a relisble criterion for
judging the wnderlying viahility of the TS.
economy, vr the longrun sirength or weaknass
of the dollar sz a national currency. A forther
probing of the Eurodollar market, to try ha
develop some maasure of the pattsrns of past
Howe, and eurrant ones, would sswn te be 2n
urgent prierity, That, it would seem, is at
lemet one very important path along which to
lock for a continuation of the remarkshle
achievernents already accomplizhed in the
gathering of belsnee of payments data—
ander the dogged husbandry of & succesaion
of able statisticians at Commerce, the Tress.
ury, and the Federal Reserve,

SECTORAL MNFLOWS AND OUTFLOWS

Until more can be accomplished in
that difficult area, and perhaps even afler
the veil of the Evrodellar market has been
lifted, there may be need for still one more
way of slicing through the sxisting deta
to bring cut additional mesoingful implica-
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tions. To make such an attempt would, at any
rate, be iy kesping with the long tradition of
sclactic sxperimentation in the Commerce De.
pattment’s compilations of the balance of
payrrents data. Using all existing compansnits
in the Sureey tables, one exn devise a four
way breakdown which—though falling short
of the cash Aow analysis that eveotually may
be achieved—does bring out major changes
in the sectors mosl responsive to unigue
stimul). These groupings m:y be clessified
az commereial, Government, longterm invest-
ment, snd money market. The - principal
cangze of inflows end cutows for each of the
four ars likely, bacawes of the naturs of sach,
e ba quits different; or st any rate, at times,
the dominant influence in any ane will be quite
distinet from the forces affecting the cthers.
Far example, commearcial transietions are of-
ten largely dominatad by the price and may.
keting conditions that affect the import and
export of goods, while Government trans
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aefions are most ologely associated with na-
tional objectives of security and foreign aid.
Longterm capital Bows zre affected by the
prospects for profitable investment abroad,
andd the return derived from past invesiment,
while money macket Bows are very often the
result in differentials in shortdeym interest
rates hatween the US. maoney mearket and
gctive money markets abroad (including the
Enrgdollar markat].

INTEENATIONAL RESERYE RALANCES

The data pressnted in tabls 1, covering the
years 1958 throuzh 1962, have hesn dovel-
oped in & separate article by the present writ
er and need not bs labored at disproportionate
length here.? The second table, for 1969 alone,

L Address to the Internatisunl Confevesce on Foa-
¢lal Qutlook, Geneva, Mar 19, 1970; repripied m
“The 115, Belanee of Paynwnts: A Challepgs o
Poaut Policies,” Cofumbia Feurmal of World Business,
Sepemher—Ortober 197 (Several minor rmisone
duve ip 2 chenge in lormet and recenc daia revisions
in the Swvey af Corrent Rasieese are ineorywintad
inte the teblns.}
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was prepared te indicate which specific sub-
gronps from the basic Survey table are in-
eluded in cach of the four suggested prinei-
pal eomponents. (Data for 1970 were not
available as this was written.) The zum of
the four major components, plus or minus the
errors and omissions, yialds as a residual the
cturrent year’s actual change in the nsable
internationzl reserve bhalancez held by the
[1.5. While actual changes in the reserves
are subject to many constraints which require
evaluation, they have consistently beea much
less volatile than either the liquidity or the
official sattlements balances, which are also
shown in the fizst table, Perhaps it i not
unreasonable to sogrest that changes in re-
serves may be as good an approximation as
can yet be found to reflect not ooly the
net of all facters zffecting jawsrd and out-
ward flows, but also the enrrent disposition
of foreign central banks toward heolding del-
lars. As a sheer matter of arithmetic the size
of cutetanding dollsr holdings by central
banke (ie., the *balance sheet™ item) ia =g
largs that at any Lme central banks could
csause a mawive withdrawal of reserves from
tha [I.5., sven if on halanre wll other trsma-
actions were pradocing inflows. But the cen-
tral hanks heve not dome £0. Some reflection
of that fact, too, would serely seem to be an
importent part of any full analysis of the U5

balance of payments position.

PAST AND PRESENT LESSONS

The most crucial pant of such an anzly.
gig, to be sure, lies in what is revealed about
the pauszes of halance or imbalance, stability
or instability, in the sxternal zccounts of
the US—and bere the futire is (quite
Literally the product of the past. What has
happened and what is currendy happening not
obly contsin the seeds of what msy be
about to happen but also reveal the areas im
which purpoasfal action can he taken in
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order to influence what ia zbout to happen.
By that criterion, the structure of accounts
sugpested in the lable may be znother useful
supplement to all that has gone before. For
this array of tha factors doss bring out guite
strikingly some of the aberratioms that ac-
counted for the supsrhicial atrength of 1969,
for example, whan the U[.5. was actually
gaining reserves and forsign central benks
were reinforcing that gain threugh ths officizl
setflernents balance.

On commereizl account,as defined'in this
formulation, the 1.5 had by the end of 1959
bhesy im deficit for two years, and thet ace
count had actually hesn declining aince 1965
when the Vietnem ssecalation and the do-
mestic inflation began. Moréover by the ead
of 1069 the net drzin through Gowernment
aecounts had again reached the high set in
1867, So it was only from the capital account,
both the inflows from private investment and
those from money mnrket tranefers, thai the
aparant strength ceme, And much too much
of that inflaw came through short-term money
markst swings—the tims bomb that haa typie-
glly thrsatemed so many countries under =o
many diffsrent conditians for gensrations, but
which has attsined whaolly new dimensions
with the emergence af the Enrodollar (and
Euroenrvency) market. The implications both
for pracaution and for action stand out clearly.
If the U5, was not to have beavy pressures on
its Tenerves in 2070 and in 1971, arising from
a large additional Row of dollars into the hold-
ings of ather central banks, then some combi-
nation of several possibilitiss would have to
accur: an imminent reveree flow of shork-term
money (implied by the unprecedented inflows
of 1969} might b alowed down; the net excess
of exports over imports might be widenad:
the net outHows on Government account
might be reduced; the large nst infows of
private longterm capital might be increased;
or foreign commercial users of dollovs and
ceptral banks might becoms imersasingly

cager to hold more dollars for transactions
Or Ieserve Flll.']]-ﬂm.
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Table 2.—Compositbon of the Majur Components of the U.S, Baleonce of Payments, 1969 1
. [Milians of dollare]

L Priate commertial:
Exgporia:

Merclasdize, adjunled, exeluding
miliaY (J} o cmumm——— 36,475
Trapeportation (8 oo 3,121
Traved (7} - 3,058
(tber private services (9) ... L5
I ports:
Merchandise, adjusted, sxcloding
milicary (15) =B5, 825
Transporiaston (A7) .. _ -3,508
Toavel [18) . 5,850
Povate paysents lor other
syvices (19} oo ——— —H9
Unilateral transfers, privaie
rexoltances (27) oo =4
Total =411
1. Govemment:
Translers under military sales
contmacty (4} 1415

Other U5, Goverament sarvicas {I0) 17q
Income on 1.8, Government agsats

abroad (13) o1
Miliiary expenditores (16) oo -4,850
TS5, Government payments for

other serviced (20} oo - =T1D
[[.5. Goverament imeome payments

on forelgn assets (23) .. =177

Other U5, Government grants (30) . 1644
1.5, Government penslaas and other

translers (300 oL —40%
.5 Govemment loana and other
longterm aasets (420 o ___ 3417
L& Governmen -held forsign car-
redcies and other assets {43) .o mn
Repavoants on 115, Governmatil
eredlts {dI5) cmmee 1,204
Monmarkemble Habilities of 1.5,
Gevernment (57-458) .. r
Tothd oo —7.651

II. Privats investment:
Fees ead royaliies from direct

jomestmienls (8} oo 1568
Incoms on privaie direet Investment

sbroad (11} e e 5,655
income oo viher private assels

abtoad {12} e maaa 2267
Frivale payments on foceign

investmenis in U5, (210 ... -3,500
Dirort investmepts abroad (M) oo 3070
Foroign seeurities newly speed

in U5 (34) -1,667
Redomptions (35% oo — = 178
Other uansactions i foneign

seoptilles (36} e =303

Longlerm bank olaims {37} 330
Longlerna nonbank olaima (390 -3
Dixect invesiments in VS (823 B8z
Purchazses of (.5, sectvities other

than Treasury Jxsues {53} —venee — H1kR
Longier liabilitdes reparied by
U5 banky (M) oo L1
Longietin nonbank Liabdllties (55) _ 631
1.5. Treasury marketable or
cotvestible bonds (59) oococoan- =157
Total 478

[V. Moo=y markei:

Short-darts bank slaims (38) ____ —&71
Skort-tartn nonbaek cleima (40} -~ _ 296
Shorldenn sonbank liabilities {56} __ 76
Daporits and monty market papac
held in UGS (80 e 8,356
Tonal TEET
V. Ecora nd ombssbons, net (633 _____ 2,541
¥I. Resorva balanee (sign reversed) :
{xold (47) o467
S5DR (48] —
Converzible curmencies (49) oo .. -84
Gold trancha positign In IME {50) .. 1,024
Tomal 1,187

! Humbexs in pnrenlhm vefer to the line cpocifical lona wred in the Jonn Y70 Hxee of the Fuwrpey of Jurrent diwsinsss.

Thie s not the place to look bayond,
te search for the natursl or man-made forces
that might effsct one or another of these
paasible results, or to argue for another “hal-
ance of paymenis program,” But thiz is the
place to put just enough of the argument to
suggest a plausible case for the two princi-
pal sugpestions advanced in this paper:
that the areatest scope for fresh effort in
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the aseembling of duta 8 o be found
i the Eurodollar market, and that the great-
est scope for new effort in the presentation
of date lics in a reordering of the exisling
components, to focus them op the couses of
changes in the reserves of the 1.5, jtself. That,
pechaps it is net tao presumptuous to suggest,
would be in keeping with the picneering
spirit thet has made this country’s balance
of peyments acccunting s0  outstending
thraughout the past half-century.
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The Evolution of Nationol Accounts and the Notional Deta Base

W During the last balf-centery,
the Survey of Current Business has besn the
vehicle for the development of a comprahben-
sive statistical reporting system: about the
cperstion of the U.S. economy. Although
#copomic and sociul developments aver these
hifty years have bad a major influsnce in
shaping the statistical reporting system, much
of the progress which bas been zchieved can
be directly attributed to the ingenuity and
sheer herd work of those responsible for re-
porting on the state of the economy in the
Survey. During this period, the reporting
systern has moved from a colléction of mis-
cellaneons and largely unrelated time series
of economic data 1o & highly articulated, com-
prehensive, and integrated body of ecomonmic
accounta. In part, this evolution reflects ex-
pansion in the quamity of data available,
greater statistical refinsment, and better adap-
tation of the reporting system to current
needs. More important, howaver, the develop:
ment of national accounts has both reflected
and contributed to wmejor changes in the
pature of seonomic analysis. Most economists
today would herald the development of the
national economic accounts to describe and
analyzs the operation of the econvmic sys
tem as one of the greatest achievements of
modern economics.

At this fifty-year mark, it is appropriate
that we take a backward glance to see just
how these changes came about. From such
an examination we can learn much sbout the

forces that have shaped the development of -

the system and the kinds of changes that have
been required to adapt it to meet the incras-
ing demands of economic and social policy.
Such & retrospective sarvey will also let us
evaluate the responaiveness af the statistical
reporting system 1o changed conditions and
the extent ro which it was itself a major foree
in the development of econemic thought

It will also be useinl at this haif-century
mark to ask whether the present system fully
meels the demands which are being placed
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upon it, and what changes should be made
te enzure the longrun evolutionary develop-
ment of the system, This is mot a trivial task,
since the pressure for widened sconomic and
social action has brought with it information
requirements which are different nat ouly in
quantity but also in kind from what is now
available. The ecopomic reporting system as
now presented in the Survey can provide the
basis for a more gomprebensive framework
of social and economic data. The question i
mainly coe of how 1o relate the pational
econpintc scconnts more closely to the na-
tiona} data base.

Finally, it iz also wseful to speculate on
the fulure evolution of economic and social
statistical systems and on how the infermation
they provide will affect the development of
economic and secial apalysis, The computer
is haviog a revolutionary impact on data
processing, 50 that the sacial scientist now
bas avajlable a completely new techmology
for solving economiv and social problems.
This technology has profound implicetions
hoth for the development of reporting sys-
tems for ecomomic and social data and for
their use in ecenomic and social analysis.

EVQLUTION OF THE BREPORTING SYSTEM
The Great Deprension

One of the affects of the Depression of
the thirties was a growing concern about the
adequacy of the statistical reporting system.
The miscellaneous saries available st the be-
ginning of the thirties were oot comprehen-
sive emough to give a valid report on the state
of the economry, and they could not be added
up to determine the overall effect of the events
taking place. In 1932 the Division of Eco-
nosvic Research in the Deparment of Come
taetce, which then prepared the Sursey of
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Current Buyiness, undertook a study of na-

tional income, with the cooperation of the

National Boreau of Econcmic Reseacch. The
resultz of this study were reported as Sanate
Document No. 124 of the 73d Congress, 2d
sesgion, entitled National fncome, 1920-32.
Besginning in February 1934, articles om na-
tichal income were published at irregular
intervals in the Survey. The inibal estimates

covarad the national incoms paid out, by type.

of payment and by industrial division, and the
national income produced. Far the first time,
it was poesible to quantify the dscline which
had taken place in the US, econotny and to
show how this decline affected different in-
dustriss and differsnt types of payments, A
special Ineomte Ssction—later National In-
come Section—was created in the Division
of Economic Ragearch and given the respon-
sibility for providing annual sstimates. By
1938 the pressurs for a more current measura
of the Bew of income was such that the Na.
ticnal Income Bection inibated estimates of
mwnthly inceine payments in the U.5. Exany
ination of the Survey over these years shows
a rapid developrment in the elaboration of
detatl and the sophistication of the national
income data. A= those who were part of the
group at that time can bestify, it was an excit-
ing and stimulating period.

‘War Mohilization

The mobilization for World War IT had
a tremepdons impact upon the development oi
the nationsl income framework. In zathering
the Naton's resources for war, it wos neces
sary ko know not only the leve] of economic ac-
tivity in verieus imdwstries but alss how the
incore generated by such sctivity was being
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vsed for the purchass of poods and services
by ¢onsumers, business, and government. Of
coutse, by this time the Keynesian theory of
income determination had been well absarbed,
and the National Income Unit was well aware
of the implications of thiz theory for the
statistical framework. Furthermore, indepand.-
ent work had besn done om specific com:
ponents of final expenditures. In March of
192 it was all put together, and gross na.
tional product was born. Specifically, the
gross national expenditure (or product) was
shown in terms of governmen: expenditures
for gooda znd eervices, private gross capital
expenditures, and consumer purchases. This
added dimension assured the wse of natfonal
intome statiztics as the primary tool of na-
tional economic policy. Ressurces were pro-
vided for the elaboration and development of
atch statistics. Ingemioue methods were de-
veloped to tap a large number of statisticsl
goutces and to inteprate them into 2 common
framework. Data from the censuses of roanu-
factures and bnsinees were uzed as the basis
for commodity How eatimstes. Income tax
and zocial eecurity data were vsed to provide
information on income payments. War Pro-
duction Board data yielded informabtion on
Goverament defense axpendibires. In short,
World War II mobilized the atatieticad re-
gources 4f the Nakion,

The demsnde for nationsl inceme infor-
mation generated during the war resulted in
the development of the systems of national
income aceounts, In July 1947, a National
Income Supplemaent to the Survey wes pub-
lithed. For the ficst tims, the system was set
forth in terms of systematic, articulatsd ac-
counts. Somne forty-sight statictical tables were
provided, all Btting hite 2 set of six national
income accounts. Sectors of the eoonomy
wars sxplicitly recagnized, with sccoutits for

Ricshard Ruggler iz Projessor of Economies,
Yale University. Noncy Ruggles is Senjor
Research Assaciate, Nations!l Buremu of Evo-
nomic Resegroh.
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businesses, government, households, znd the
rest of the world. Tha privary thrast of the
cational ineomie accounting eystern, however,
was zhill to show the net conlribution .of the
different sectors to the aggregate natiopal
income and the income which zach sector re-
ceived a5 a result.

LConaplidation and Exiencion, 1947 54

The period from 1947 to 1954 was vne
of consclidation and extension. The 1954
Supplement to the Suroey, ezplaining the
data and providing the basic tables, reprasent-
ed a substantial achievemenr: the sources and
methods veed in making the estimates ware
desceribed in considerabls datail. Thia Sapple-
ment repressnts a culmination of the statistical
effort which began with World War II.

Restructuying, 1934-65

Following the publication of the 1954
Supplement, there waa a period of significant
restructitring in both the form and the con-
tent of the national ipcome accounts. In the
1958 Sapplement 1o the Survey, now called
U.5. Income onpd Ouipn, the data were =
cast joto & simpler and cleaner set of national
income accounts, which showed more clearly
the operation of the different sectors of the
ecomomy. In pardcnlar, the activity of the
government sector was shown in terms of its
sxpenditnres by function and object, giving
a much clearer piciure of the government’s
role in the sconomy. It is this version of the
nalicnal income accounting system which cons
tinues to be used at present. Some refinements
in definitions were introduced with the bench-
mark revisions deseribed in the Avgust 1965
Survey; the most important of these wa the
tregtment of interest paid by consumers an a
transfar rather than as a component of pro-

duction.

Integrating Relsted Data, 1963-T0

In recent ysars, the major change in the
national income accounts has been their in-
tegration with other bodies of data. Tmput-
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cutput data bave been integrated with the na-
tiomal income apcounts, and input-sutput
tablez are mow publibed by the Office of
Business Ecenomics. Considerabls work has
also been done in harmomizing the flow of
fundz data pubbizhed by the Faderal Ressrve
Board and the related national income data
publizhed in the Suroey.

A MODEL OF THE ECONOMY

Before the development of the naticmal
econumic accounts, the national data base was
[argely unexploited for purposes af economic
analysis. By ita very natnre it was highly
fragmented 2nd unintegrated. Although the
popolakion and economic censuses apd the
data collected by the Department of Agri-
cultnre and the Bureau of Labor Sratdstios
did serve specific functions, they often re-
mained isolated series which were not Te-
lzt=d to one another. Administrative statistics
such as income tax data, sopdal security data,
and government bpdgets were generally not
atilized for economic analysis, despite their
importance for reporting on the operation
of major elements in the sysem. What the
nationel economic accoants have achieved is
the piecing together of the widely diverse
fragments of the matienal data bass into a
coherent reporting system. To some degres,
the data base has been responsive to this
Integrating infunence, threogh the adoption
of similar classification schemes and imprave-
ment io reporting techniques. The most strik-
ing change, howevar, Ima hean the growth
of the data base itself, dua o tha increased
coliection of hakic information end the ax-
pansion of government programs. Today more
than ever, an misgrating framework is need-
ed to provide the besis for pattng arder into
the national data base iteelf.

De-emphasizing Welfare Measurement

Both the gemeral public apd economists
have elways wanted some overall measure
of economro perfermence and welfare—a lra-
rometet whish would tell hew the econemy
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is performing, or how general welfars is
shanging. Thus the origina]l impetus to the
develapment of pational income statistics by
the Federal Government lay im the desire for
soms imezsure of the performance of the
economy in the Depression of the thirties.
In seeking soch a measure, ecopomists have
buile from the network of transacticns &
variety of economic constructs: natignal im-
come paid out, national Meome produced,
gross nationsl product, personei inceme, ek,
The process of estimating these consirucis
required the peneration of estimates of sepa.
rate components of the totals. Tnitially, such
componente were merely steps on the way to
the total, but inevitably they became of major
interest n their own right. Thos soch things
a3 consumption expenditores, government ex-
penditures, capital formation, seving, tax
payments, and many ather blocks of ransac-
tions bacame impartant parts of the ecomomic
accounding systein, [espite the controversies
a3 to whether government services were in-
termediate or final and the extent ta which
sther costs were intermediate rather then final
product, the evolution of the national aceaunts
bas been such thal more and more economic
activity hae been coverad, and lesz emphasiz
has heen placed upon the welfars or barc-
meteie aspect of the major economiz con-
stribels,

Empirieal Models of the Econginy

The national acconnts today provide a
statistical replication of the econcmy, much
85 an engineer’s agele model replicales a
pecticular piece of equipment. In both cases
the object iz to raflect accurately the fea-
tures and characteristics of the thing which
is heing reproduced. In the cass of national
accounta statistics, the maodel is not an operat-
inz cne but rather one which describes the
economy at a4 point of time. To most econ-
vmists the term “model” implies & system of
simultansous squations, or =t least hehavioral
charpcteristics, whick determioes changes
ovar time, Such theoretical models, however,
do not generally have the function of deserib-
ing empirical relationships as they exist for
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a given point in time. In point of fact, em-
pirical representatéonal models such az na-
tional accounts zre complementary to the
behavioral models,

It iz indeed forinnate that the success
of the national accounts need not he meas-
ured in terms of zheir ability to measure
sither welfare or performzance. The increas-
ing attention being given to problems such
as pollntion and the deterioration oi the
enviranment accents the deficiencies of a
dollar valuation of output as & measare of
welfare, nor are per capita income measures
ali that is needed to arack problems of racial
diserimination. erime, and inadequate hous
inz. In terme of performance, technologicsl
change reflected in new products, hajrer sys.
tems of communications, and other benefits
soggest the inadsquacies of aggregate meas.
ures of real product. But the intreduction
of arbitrary valus judgments to make adjost-
ments ar imputations for these factors may
confnse fiction with faet and jeopardize the
ohjectivity of the system of reporting. Those
who wish to discard the whole national ac-
counking system merely becawnse jis apgregate
constructs de not provide pood barcmeters
misunderstand the function of the acrounts.
Whet they do show is how the governmen:
allocates jts funds, what people spend their
morey on, what indastries grow, how the
money income is distribnted, and many
other things which are directly relevant to
the way the economy works and what is tak-
ing place.

Jost az the businesaman needs his ac-
counts to underztand the operation of his
business, so a mation needs its accounts to
undersiand its operation. Looking at the same
set of acconnts, different people will draw
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different’ conchmicns, hased upen their own
value judgments and their own interpretation
of the meaning of the information, To the
extent that the nationsl accounts leave out
important informaticy. which s needed to
understand the cperation of the system, they
are deficient, but to the extent that they
record relevant information faithhully, they
can be comsidered to be successfal. Perhaps
the most valid charge against the present
nationel accounts iz that there are serions
ornissions of impertant information which
cannet be Htted into the framework of ag-
gregatedl market iransactons.

CHANGES IN THE PRESENT SYSTEM

The pressnt system of national acconnts
in the LS, veptesents a substantial achisve-
ment. In completeness, detail, and reliability,
the L5, sccounts are second to nome. They
provide an excellant basia for ooderstanding
the operation of the econvmy. But this does
nat toezn, of course, that we can or should
expect the evolition which has hesn talding
place ro stop 2t this point. In the period since
the last major revision of the accommnts, -
portant changes have kaken plaes both in the
demand for mformation and in the technalogy
of datz processing, and these developments
suggest that the time has come ho consider a
number of innovations. Specifically, theee in.
novations fall into thres groups: {}) revisions
in the definition of major national acconnt-
ing concepte, (2} changes in the ferm of the
national accounts, and {3) the devalopment
of micredatz sets to provide for the integra.
tion of econornic dats with social and demo-
araphic information.

Revised Accounting Coneepls
Imangilde Caphal Formatlon

One of the paradoxes of 1.5. narional
accowntng concepts is that gross capital
formation has been restricted to tangible
eapital, althongh ootput reflects both tangible
and intangible goods and services. In this
connectfon it is interesting to note that the
Soviglist countrias which follow the material
product system of sccounting use comsistant
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definitions of output and capitzl formation,
excluding intangibles from both. Thus the
concept of cupital formation vsed in Western
countries is identice} with the Secialist con-
cept. For hoth modera industrial economies
and less developed countries, however, the
inappropriateness of a capital Jormativn con-
cept based solaly on tangible capital is be-
coming increasingly apparent. In induseial
econamies the rols of research and develop-
ment expenditures by both poivate eoterprizes
apd governmenta ia jocreasing, and the use
of resourcez for this purpese and their im-
pact upon productivity are becoming more
important. The present freatment of ressarch
and development expenditures consolidates
them out of the accounts as ap intermediate
product which is ewbodied in the cost of
producing current output, kn less developed
countries, expenditures in areas auch as edu-
cation, health, and planning are written off
as current outlays, whereas expendituras on
roads, buildings, airports, and other construs-
tion gctivities are considersd to be oapitel
formation. From the paint of view of their
impact upon future economic developtment,
however, expendinres aimed at creating ho-
man amd intellecinal cepital may he folly as
important for future growth as expenditares
on physical capitsl, and # may he perfectly
legitimate to weat these expenditures as capi-
tal outleys and to amecrtize them over an ap-
proprigte pericd. Similarty, honseholds may
undertaks to invest in intangible capital.
Expenditheres for educating children may
make » sizgnificant contribation bo the eorea-
tion of human capital For these reasoms, it
would sesm appropriate ta hroaden the con-
cepi of capitel formation to inclade intangible
capital.

Government and Consumer Caphinl Formation

In the 115, accounts it has alao been a
tradition 1o exclude even physical capital
formation by either government or house-
holde. In mest other copntries apd W the
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United Naticns system of national accounts
governunent fixed capital formation is meas-
ured, but in the U3 such outlays are com-
gidered to be current outlays by the govern-
ment, It would be useful to zeflect goverms
ment fixed capital formation in the U.S5. ac-
comnts. Simflaily, expenditures o consumer
durables such s antomucbiles, bousehold ap-
pliances, furniture, etc., are considered to be
current consumplion expenditores. Neverthe-
less, chese durzbles last for a substantial per-
riod of time and provide a flow of services
over time. It would therefora he useful to
treat consummer durables es part of comsamer
capital formation and to include in corremt
consumption tha servicas of such assets as
they accrus to the conswmer.

Sarving mnd Investowemt Accouwis

These extensions of the soncept of capi-
tal formation ts includs intangibles a= well as
tangibles and to racognize government and
hovseheld capital formation would emphaniss
the desirability of separals saving and invest-
ment accounts for enterpiises, government,
and households, instead of the prasant com-
tolidated saving and Investment account for
the sconomy as a whole, Such a deccnsolida-
tion of the saving end investment account,
furthermore, would make poasible a closer
integration of the mational income acccunta
with the flow of funds, and the basiz could
be laid for the development of natioral
wealth data and the creation of balance
sheets for specific sectors of the economy,
a3 has heen recommended by varlous Gov-
ernment committess,

Business Conemmplion

The concept of consumpfion also needs
atiention. The present accounts include con
sumption by households and by govermment,
but they make ng provisien for comsumption
goods and services provided by businesees.
Yet Lusinesses do provide consumption
goods Bath lo their employees and to the
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public. Tn seme cases thess take the form
of Iringe benefits or goods and services made
aveilable to employees. In other cases they are
goods and services provided to the general
public for advertising or other purposes, For
employees, they may include medical bensfits,
subsidized cafeterias, entertainment, vaca-
tion facilities, travel expenses, etc. For the
general public, they ioclude sapport of mass
mediz such as newspapers, radio, and tele
vision, and direct provizion of goods and
services by enterprizes as a part of their
public relations effort. 1t is interesting 1o pote
that in countries where radic and lelevision
are operated by the gzovernmenmt, their cast
is included in totzsl output as a part of
government sxpenditores on goods snd serv-
joes. Where, a3 in the 1.3, radic and tele-
vision are supported by advertising expendi-
tures, however, they are treated as ioters
mediate goods and services which are part
of the ¢ost of producing other goods. Al
thouzh it would be pessible to allocate this
type of consumption to individuals, a prefer-
able trestment would be b recognize cop-
sumption goods provided by business as
husiness consumption, much in the same way
that goods and services provided by govern-
ment are considered to be public consuzmp-
tion.

Changes in the Form of the Ascounts

As hes been indicated, the present form
of the national income accounts has evolved
in response to calls for information and out of
the development of economics itself, The 1547
national income accounts copstiteted the Hrst
formal piesentation of an accounting system
for UL.E. pational income data. The 1958
revision of this system was a major alteration;
the accounting structure was dleaned up and
the more jmportant flows were shown more
clearly. Simce 1958 the structure has re-
mained unchanged, although some of the
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classifications within the accounts have been
altered 1o provide more relevant information.
The time has now come to review the account:
ing styneture again i the light of the changes
which have taken piace over the last decade
and the tasks which the systam is now be-
ing required to perform.

The Government’s need for detasilsd in-
formalion on major ecomomic and aoginl
problems haz increased snbetantially ower
the past decade. The Faderal Goverwment has
begome invelved in major sociel programs
relating to aducation, health, and walfare,
and thers is n pressing need for detailed
information on the costz and benefits of
spacific programs in these sreas. The pres.
ent form of the national acceunts does nol
easily lend itsef to providing the kind of
detgiled data required for suoch probleme.
Therefore ad hoe stndien of a special patnre
are mads, and tha results nsnslly ere difficult
to tie in with the overall acconnis.

A second consideration is that the rech-
nology of data processing has changed sig-
nificantly. Computers are now able to hendle
very large amounts of dats, and as 2 result
it is possible to uee information which has
antil now been buried in the files of adminis-
frative and statistical agenciea. The present
form of patiopbal accounts is not ideally
suited to integrate such information, The
technique of making aggregate estimales on
the basis of tabulated data from 2 lavgs
variety of sourees is still the basic methodal-
ogy underlying nationsl accounts estitnation.
Altlconzh this sort of lechnigus is the only
way to obtain consistency and comprehensive.
ness, the accounts should be drawn up s
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that they can take advantage of the bodies
of data which are becoming available in
computerized form.

Finslly, the methodelogy of economic re.
vearch bas changed. Much of the sarlier de-
velopraent of the national economic accounts
went hand in land with the davelopment of
mactosconsmetric models. These models zre
designed to explain the babaviar of the eco-
ol system as a whole in terms of formal
sconomettic relationships amonp aggregale
economic varigbles, The sise and complexity
of these models has increassed stesdily, bor
often they are dtill inadequate for analyzing
more detailed aspecte of economic policy. To
an incressing extent economivls ars furning
to the analysis of zample seta of microeco-
nomic data.

Integrating Microdata

Each of these changes emphasizes the
oted to integrale microdata with macro ac-
counts. Large amounis of microdsta now
exist, and these datz are being used for pur-
poses of economic analysis. The creation of
a dual systern of macro accourts on the one
hand and microdata op the other would in.
deed be unforropaisz—as unfortunate as iy
the present divigion between the teaching of
the macroecenomivs of income determination
oo the one hand and the microtheory ol the
firm and the housshold on the ather. What
is required is 2 framework which will en-
compass both the micro and the macrs data,
providing us with both a unified system of
information and a unified thesretical stroe-
ture.

Socioring Princliples

Tha key to this dilswntuz lies in the sys-
tem of gsctoring whick is adopted at the
macre level. The sectoring of the national
accounts must corrmspond to identifiable sets
of decisionmasking units, each of which may
have an income statement and & balance shest.
The principle of disaggregatlon should ult-
mately be the separation of sets of reporting
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units, rather than the more detmilad croes-
cluzasification of tabulated information. The
use of samples of individusl cheervations is
considerably more efficient in reporting com-
plex interrelationships among varisbles than
cross-tabulations of aggregated data. As
Richard Stone motes in his discussion of so-
cial and demographic accounting systems, a
crose-classification of 10 varlables sach of
which has 10 classificatiens would result jn a
matrix of [0 cells, ie., 10 billion {most of
which, of course, would be empty}. In con-
trast, 10 pieces of information on avery indi-
viduzl in the population of the U5 would
contain only 2 hillion elements, and the fine-
ness of classification would be srrelevant,
ginee the individual obeervztions would be
preserved. In most inatances, of course, econo-
mists would prefer information op a sumple
of the population with a lerger set of infor.
mation on each reporting wmit.

Hovaeliodd Seetor

The changes in seetoring which would
be required in the nationel acronnts to meke
them cotnpatible with appropriate micredata
sats ars relatively minor. The most significant
change would be in the definition of the
househeld ssctor, since the personpal inceme
and ontey aceount st the presemt time in-
cludes the transactions not only of indi-
vidugls and houscholds but also of nonprofit
inztitutions, This classification was based on
the conlention that such organizetions op-
erated with motivations different from thoss
of other enterprises, but the same could he
said of government enterprises, and it i
questionable whether a privats university or
hogpital whick is oporated on a nooprofit
basi= ie significantly different from similar
institetions which are either government
owned or of a private profimaking nature.
I these monprafit inetitutions were excluded
from the heusshold sector, it would be pos-
sible to consider the account for this sector
#s a consolidated income statement fer all
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households. A szmple of househalds should
therefore provide much of the information
for the macra accomnt for sll houssholds.
AL the prasent time, the Office of Business
Eeonomics iz engared in constructing such
8 sample in order to obtain information on
meome  distribution. Aligring the sample
with the macra measures of personal income
can provide informafion on income distribu-
tion for different types of houssholds, and
thus give social and demographic dimensions
to jocome distribotion data, Swch an onder.
lying sampls of microdata would make it
posgible o subdivide the honsehold sector
inte subzectors such as retired, vnemployed,
black, urban, or any sther groups for which
dala are needad.

Enterprise Seetor

An enterprise sectdbr shonld alse he
created. In some ways such an enterprise sec.
tor would resemnble the business asctor which
appeared in the 1947 accounts. In that presen-
tabon, however, the major function of this
aector was te derive the gross product origi-
nating in private husinesa. The coverage of
the eolterprise sector which iz suggested here
would be somewhat broader than private
bugitiess, It wonld comprehend all enterprises
which operate in the market and have the
squivalent of income statements and balance
hests. This would includs corporations, -
incorporated smterprises, movernnient anter-
prizes, znd nonprofit institutions, As with
the houzehold zector, it would of course be
poeaible to greup tha various typss of estab-
lichmentz in the snteyprise eector as sub-
sectors.

Covernment Sector

The government zector would include
the activities of Federal, State, and local
governments and of those relatsd azenciss
which do not ¢parate as enterprises. The sob-
sectaring here would depend upon the ed-
ministrative and lexal organization of the
varioos zovernment bodies. Tt wauld be nse-
ful for the sactering to correspond te actual
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administrative procedures, ac that the na-
ticnal accounts conld be Jirsctly related to
the budgetary documents of the government.

DEYVELOPMENT OF MICRODATA SETS
Matwix Presentation

The concept of microdatz sets opens up
the possibility of develvping a comprehensive
stalistical aystem in which economic, social,
and demegraphic data can be fully integrated.
In recent yoars there has been conziderable
discussion of social accounts, eonceptually
similar to the national economic accounts bat
providing social and demographic rather than
sconomic information. Unfortumately, how-
sver, there s wmothing in the social sphere
which corresponds to the nstwerk of trans-
actions in the economic system. The socisl
and demographic accounting matrices de-
signed to show year-to-yenr changes propesed
to the U.N. by Richard Stone become un-
wieldy and joflexible when used as o basls
for analyzing even relalively siseple problems.
Such cross-tabulations cannot serve as the
bagiz for an iotegrated system of ecomomic,
social, and demographic data. In coxtrest,
hacroeconomio accounts which ate integrated
with wnicradata sets can provide for integza-
tion of social apd demographic data. Thus
for example, a sample of houschelds cen in-
clude data not only on income, assets, and
consumer sxpenditurss but alse on age, sex,
race, sducation, and secupation of the mem-
bars of the houeshold; they can even recard
how the individuals spend their time in
different antivities. For most social meesticons.
gnch as diecrimination, poverty, edncaban.
and health, economic sz well a8 socizl in-
formation is required. For mmalytic porposas
it would not be useful Lo develop a social
information syatemn separate from the sco-
nomic information systern. While it §s im-
portant to develop wverall sccizl mepeures,
they choeld not exist separately from the
bezic economic and sacial aceounts. Rather,
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they should resolt from summarizing partici.
lar aspects of the ccomomic and social ec-
counts in a manner which reflects current
gocial policy concerns. Ths hest hope dor
useful social indicators, therefare, lies in the
uae of relevant microdata sets containing both
economic and social information,

EBeporiing Units

The reporting nnits for which microdata
sets ame eoliscied may, obvicusly, be anits
other than individoals, hoseholds, enters
prises, firms, or governmental budgetary
units, Interest in the environment sopgests
that cities and regions may be appropriate
reporting units. Such data, furthermoere, can
ba directly related to the enterprisss and indi-
viduals living in the region, Thus hy system-
atically building microdata sets which can
be linked at the jevel of the individual ceports
ing unit, important hodies of information
frovn Jifferent sources can be analytically
related to one anather.

Existing Microdoia Seis

Micradata sets are oot a project [or
the remote Future; they are here, The Bureau
of the Census ploneersd in this area in the
development of the l-in-1,000 sample of the
1960 pepulation census. The success of this
mictodata set for many kinds of economic
and social research i altested to by the
prescnt plan for developing 1-in-100 public
use samples of the 1970 popaulation census;
s of these large smmples, each conteining
2 million cases, are projected. The Tuternal
Revenue Service has also recognized the use-
fulneas of microdate sets. It now uses samples
of individual and comporate returns to svaln-
ate the effect of alternative tax proposals and
te make revenue sstimetes. These same tax
samples have been wsed by economists out-
gida the IRS for studying a wide variety of
impottant ezcnomic problems, The Social Be-
curity Admintstration has developed samples
of its data covering individuals over a period
of time. The Office of Economic Opportenity
has collacted samples designed to give special
emphasis ko low-incoms households. Car-
rently, one of these saurveys includes a pro-
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gram of re-interviewing aver 5000 house-
helds for a period of five years; this sample
contaios over 1,000 picces of information on
each househeld. Much of the Government's
cureent statistical reporbing is also based upon
sample collection. The Current Population
Survey, which ia the main source of data on
unemployment, is 2 monthly sample of house-
holds. The Consumwr Price Index published
by the Burean of Lakor Statistics rests upon
a consmner sxpsnditure sample and monthly
samples of prices.

New Synthetic Datn Ses

The large numbar of well-defined sam-
ples which now exist provide a snbstantial
portion of the national data base. Unforte-
nataly, where these seiy of date exist without
heing integrated ints an overall frarmework,
they are of Limited veefulness. Thus, for ex-
ampla, the twx data do not cover individuals
wha da nok file income tax retorns, and such
important information as the age of the indi.
viduzl and the composition of the hoosehold
s not available from the tax sempie. Other
samples have other hiases and data Nmnita.
tions. In order to create a microdata set
which corresponds te a given sector or sub-
sector of the scomomy, it is necessary to
align the sample and to add informaticn
from a varisty of sources. Az the quality
and comprehensiveness of different samples
improve, this tagk will become easier. It is
quite possible, however, that the national
accountant will bave to become involved in
the task of combining informaticn from dif-
ferent microdata sets so as to provide a new
synthetic data set which contains more repre-
sentative and comprehensive data. Thos, for
wxample, samples on poverty groups can be
used to suppletent samples of income tax
date. The 1-in-10{ sample can provide social
and demographic information, The fitting
together of different samples to provide z
comman set of information could, in princk
pl=, be based cither on an exact matching of
individuals or & synthetic matching, mputing
information for similar reporting onils on
a prabablity basis. Since mest samples do
not include the same individuals, the latter
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tecknique will have to be adopted in moat in-
stances. The resubting microdata aet will there-
fore present a synthetic sample, with the same
statistical propertica a2¢ the samples from
which it wax derived, but not containing
information on any real individeal. Such
synthetic microdata sets, therefore, do not
present the problem of confidentiality which
many feer may result from the wide use of
sample data.

The task of generating synthetic micro-
data zets which embody information from
& variety of different sources is not unlike the
task which the pational accouwntant has faced
in the past, that of piecing together bodies
of information frem a wide variety of sources
to yield estimates for a particolar transaction
Aow in the economy. Just as in the case of
the oriional accounts, once the major cuthine
of the eystem i» established the problem of
filling in specific parts becomes much more
manageable. What is in fact being propesed
iz that the model of the econcmic system
which is spelled out by the national accounts
be extended to include the detniled microdats
sets which describe individusls, enterprises,
and povernment apencies. The development
of micradata sets corresponding to the mecro
aecounts will, of courss, be a gradual procese.
Their major function i to provide the de-
tailed economic and social data needed to
permit the wse of simulation techniques and
microanalytic modelz for the analysis of
compler econemic and social problems.

The New SNA

The pew Tinited Nabone system of na-
tional accounts was developed specifically to
pravide for integration of the nationel eco-
oomic accounts, It doea represent a consider-
able achicvement in this area, bur at the
same Hme it i3 oot ideally svited as 2 frame.
work for micredata asts which contain eco-
nomic, socizl, and demographic data. The
present ULS, national income accounts are
very much closer to what is in fact required,
and it would seem highly appropriate that
in the next decade they evolve inte a full set
of economic znd social accounts embracing
both macro and micro data.
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Past Progress and Future Priorities

I That the Offics of Business Eco-
nomics and its predecessor ovganizations in
the Department of Commerce have contrib-
uted preatly to the interpretation of sconomic
conditions in the United States is most dra
matically seen if one compares early and re-
cent issnes of the Survey of Currens Business,
The early ismues consisted almost entirely
of corrent business data of the kind then
available, mainly relating to prices and, to
a lesser extenl, to production of major ma-
terials and physical distribution of goods,
such as piz iron production, casl produc-
Hon, freizhtcar loadings, and to finance.
The Survey’s text was little more than a ver.
balization of its tabies and charts. It contained
little that would new pass for econemic in-
terpretation or anabysis, slthough the Depart-
ment did do pioneering work, mainly in cop-
nection with the international transactions of
the 1.5.

Beginning in the middle thirties, the
Department began, under the direction of
Robert Nathan, to expand its work on esti.
mates of natlonal income initiated by Si-
mon Kuznsts, and it progressively refined
them, undey the sucosssive directions of Mil-
tor Gilhert and George Jaszi, the present
Director of the Offica of Business Ecomom-
ics, into what is wow an articulated and
elaborate system of national economic ace
counts and the most indispensable single tool
for economists and analysts of business cons
ditions. It is net oo much to say that woerk
on national income daveloped from a “sab.
jeet” ar “topic” inta a discipline, and that the
seonomists at the Department of Commerce
were among the pianeers in that development,
not only in the 1S, but also in the world. At
the samw time, Commerce’s reporting oo cars
rent business sctivity was greatly expanded in
scope and improved in quality.

Sinece World War 11, expansion and jme
provement have continved. OBE has entered
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pew felds. It took over and revived the work
of the Pureau of Labar Statistice on inter-
industry relations {input-output). It devel-
opsd esthnates of the stock of tangible cap-
ital, of value added in constamt prices hy

-individuel industries, expanded its estimates

of the components of nativnal income by
States and regions, cstimaled some com-
ponents for local areas, developed a quar-
terly economic model of the American econ-
omy, improved existing dala on surrent busi-
wess conditions, and initiated new surveys
to expand the ecope of such data. This
refined and expanded body of material
haz been presented mrore analytically, pro-
viding the interpretations that wers whally
abaent from the extly issues of the Survey,
Few articles are now cobfined te such un-
satisfying statements as the fact that this
serizs rose by x percent and that ane went
down by y parcent.

In the international fiddd, perhaps the
earliest outstanding woxk of interpretation by
Departinent economists was The United States
in the Warld Esonomy, by Hal Lary and as-
sociates, which reviewed the international
transactions of the US. and its role in the
world economy over the whole interwar pe.
riod 191930,

The great improvernsnt in the quality and
scope of data collsction and the quantun
changs from mers reporting of data to so.
phisticated analysis and fterpratation un.
doubtedly were in large part the result of
conceptual advances in the disciplina of sco-
nomics, and espacially of the reveludon
wrought by Keynas in the analysis of what
determines the lavel of ontpul, an advance
which provided a sonceptual framework imte
which ecomomic data could be fitted and
which i now mniversally accepted as the one
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in which both “Keynesian™ and “aotiKey.
pesian® positions about policy are discussed.
Thest advances could hardly have fafled to
be complemented by corresponding improve-
ments in the sconomic work of the Govern-
ment, hut not all such advances can be thus
attributed: the degree te which the Depart-
ment not only kept up with the Held hat
iteelf contributed to the new economic kmowl-
edge has also been notable. In ite earlier years
Commerce’s economists seemed to he far be-
bind the frontiers of their subject, bub this
ia no longer the case. Indeed, under the strong
intellectual Jeadership and high standards of
analysis and workmanship of QBE’s present
Director, the Ofice has expanded its investi-
gativns inte the new fields mentioned above,

Az far as the domestic economy ia cons
cemed, the only area in which progress has
not been well maiptained is that of the
estimation of the distribution of income by
gize, which was initizted hy the lale Selma
Goldsmith. The method of making such
eslimates is being recomstructed within the
framewark of the national inrcome and product
accoumts. In the isteroational Geld, OBE Las
developell annual estimates of the ictsrna-
tional asssts and liabilities of the U.S., of
direct jpvestment by the U.S, abroad and by
foreigpers in the 1.5, and of sources and
uzes of funds by foreign subsidiaries of
Americap companies.

Of greater importance and usefulness
than this brief and impressionistic swmmary
of the past and present, however, is recogni-
ticn of the needs and opportunities for future
work and the prioritiea that shounld be estal-
lished among them.
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5IZE DISFTRIBUTIONS

In veswarch on the domestic aconomy, the
subject that sppears b me in greatest need of
increased sttention from OBE i= the dis-
tribution of income hy size. Snggestions
for strengthening the work on this subject
were made (along with other saggestions) in
the Repart of the National Accounts Review
Committee under the chairmanship of Ray-
mond W. Goldsmith a8 lang age 23 1957, but
little visible altempt has been made to carry
them ount. I think it especially desirable that
siforts be made to estimate the size distribn-
tion not only of anoual income bat of nulti.
year (e.g., three-year) imcome of identical
tamilies and individuals and to relaie the size
distribution over thess periods to the size dis-
tribution of wesith. These data would elimi-
nite, or at least drastically reduce, the mis-
lexding effects of sharp short-period ehanges
in the income of households and of une
gttached individuals, such ez occur, for ex-
ample, when a bueiness, professional, or farm
praprietor hag 2 year of abnormally high or
low income. Annual daka, in refleciing these
eftects, obliterate the distimction bebwssan
families whose lncomes are chronically low
and those whese incornes ars low for transi-
tary reasois, 8 distinction that is highly rele-
vant to measursment of econcmic welfare.

Abo important for measurement of eco-
nomic welfaye are data reflecting the total
and liquid assst pasitions of families of given
incomes, sibce the oconomic wellbeing of a
famfly in any yesr is infuenced by the assets
on which it can draw in case of need, as well

500 The Natona{ Economic Accounis of ihe
Feized Seates; Reriow, Approisal, ond Recorrmenda
tiory, Metional Boreay of Econvmic Research Ges-

eral Serims §d (Mew York: Natlonal Bureau of
Economic Reneapch, 1957}, «h. A0

Wafter 5. Salang i3 Sanior Fellow, The Brosk
ings Insfitution.
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a8 by ity income in that year. Multiyear and
annnal deta on the time patterns of mecome of
individual families, crom-classifisd by pross
and net total mssala and by gross and net
Liquid aesets, appesr to me ko stand high on
the priority list. Somme work has besn done
aleng theee lmes, but witheut the bapefit of
the rescurces that a large, skilled, and ex.
periented Govarnment research agency can
command.

INTERREGIONAL BALANCES OF PAYMENTS

Another possible area of research, one
that calls for 2 plonesring effort, is the de.
velopment ol interre=gional payments data
comparable o present estimates of the inter-
natienal transactions of the U.S. I believe
thet such data would be of conaiderable
interest, both for demestic economic analysis
and for the light they could throw on the
general pracess of payments adjuatment in a
highly integrated economy. The regions of
the U.5, presumably heve substeotial sur
pluses and deficits with one ancther, but
they do mot give xise to balance of payments
“problems” of concemn to policymakers.

We know very little about the reasons
for this. Is it Decauss adjustment is more
efficient among regions than among oations,
ao that these deficits and surpluses are more
quickly and painlessly eliminated, or are they
not really oliminated but merely ecasily fi-
nanced? If they are more quickly and paim-
lessly eliminated, ja that becanse labor moves
rore easily from region to region of the
1.5, than from country to coootty, or f» it
because the Nation has a central treasury and
a fipcal structure that antomatically contrib-
uies lo payments stabilization by chenging
a region’s tax payments in the same direction
a5 its income, and its receipts from Treasury
sources (mainly in the form of unemploy-
ment benefits) in the opposile direction? Is
it because substitaiion between goods and
services produced inside and oulside the re-
gien s more responsive to given changes in
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their ralative prices and costs then is snbati-
tution between domestic snd foreign goods
and servicea? Or is it because of movements
of longterm securities tnade possible by the
existence of an integrated capital markst, as
snggested by Tibor Scitovsky,® or because

" some other forces are at work that de not op-

srate a5 effectively batween nationa? If deficits
and surpluses are really not eliminated but
merely finsnced indefinitely, i3 thet finencing
made poziblz and regarded aa tolersble hy
the existence of a common currency controlled
by a national central hark?

These possibilities, az well as those thak
operale internationally, mich as changes in
relative incomes and costs, are pot mutually
exclusive, of courss. The point is that sevnral
factors may be at work and that we know Little
about their relativa importance or even about
the extent of potential or actual interregtonal
deficits and surpluses, Answars to these ques-
Hiasne may throw light on a nomber of policy
problems, The weld economy i bacoming
mora integrated, and this i3 especially tows of
the capital markets of the major industrial
countries, Countvies are talding sbout—and
in some ceses actaally moving toward-—
economic intsgration, incleding a compan
curTency, 20 that ons may say that groups of
countries, and to some dagres the entivs non-
Communist world, are coming mare and more
ko vesemmble the U5, Since, at the same Hme,
a growing body of opinion supporis a policy
af greater fexibility of exchange ratas amang
couniries or ragionsz, it would be wseful to
know why interregional payments within the
U.5. do not constitute a problemn. That rates
of econemic growth differ greatly among the

*See Tibor Seitavsky in Money and the Fudines
of Payments (Chicage: Rand McNellr and Com-
pany, 1969}.
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regions of the U5, supgests that such infor-
mation about regionsl paymoents woold also
caonltribinte to our understanding of the impli-
cations of growth for Intemational payments,

PRICE DATA AND NATIHONAL FREODUCT

Another potentisl area of inwestigation,
in which some work has slready begun,
relates to the components of the ndex of the
implicit avarage price of private oulput
Changes in that broad index of prices can be
broksn down inte changes in its functional
components [compensation of employees,
capital consumption allowances, net interest,
indirect business taxes, and profits). Quarter-
Iy figures for the componenis of the price of
a unit of real gross product originating in all
nenfinancial corporstions are now publishad
olong with the detailed estimates of the nas
tiona} income amd prodoct secoonts, These
data are ussful for snalyzing the changes in
the average price of owtput of nonfinancial
corporatiom.

Like all averages with corrent weights,
however, these indices of the price of onl-
put and of corporaye gross prodoct are in.
fluenced by shifts in their waights; mest of
the product componenta af ocutput or the in.
dustry compuonents of corporate product (and,
in exireme cases, even all of them) may
move in one direction and yet the average
may move fn the opposite directon. It 5 true
that this result may occur rarely; it is also
troe thai #t may be a parfectly acreptable
result in connection with some uses of the
average; however, it is misieading when one
wants the average 1o summarize the general
movements of its components. For that pur-
pose, the difficelty is that one caonot tell
from the current-weight average alone the
extent to which a given change in it re-
flecls changes in most of its components in
tha same direction or merely a change in the
proportions in which they are combined. In
analyses of movemsnts in general price levels,
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that iz important information. For that reason,
it would be valuable te disaggregate the es-
Hmates of the price index of grose product
originating in nonfinancial corperations into
indices for the product originating in com-
ponent industyies and to present an index
for their aggregate in which the indices for
the component indastries are combined with
constant weights. The fmplicit price deflator
for GNT. which is also affected by shifts in
the proportionate distribution of rational x-
penditure, should also be reported on & con-
stant-weight basia,

How much shifts in weights may affect
the story that an index tells may be seen by
comparing the guarterly changes in thres dif
ferent forms of the GNP price deflator that
were presented by the Council of Economin
Advisers in its “Second Infation Alert™ (De-
cember 1, 1970). According to table 2 of that
document, the change in this deflater in the
pecond and third gmarters of 1970, measured
from the preceding quarters and expressed as
aonual retes of percentage change, differed
arestiy for different methods of combining the
compenents, as the following figares show.

Amnas] Rate of Fervontage Change from
Preceding Quarter

24 a
guarter gquarier
W7 190  Chanaw

Welghted by sxpenditore in

CUCTENE QUAITET — e 4.3 & 3
Weighted hy 1958

expendinure oo - 51 6 -2
Weighied by expendiburs in

preceding quavter .. 5.0 4.4 - Ji

MONTHLY GNP

Efforts along sry of these lines might
produce a result more valuabla than the pro-
posed monthly estimates of gross national
praduct. Early estimates of monthly GNP
would necessarily cootain errors that would
he large in relation to monthly changes in
the tree figure and might be misleading
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enough to raise a question as to whether the
egtimates themselves add anything of value
to the information new provided by monthly
dzta for production, payrolis, and some other
variahles; revised estimates, which would be
made availsbie only some monthe after pre-
lminary quarterly astimptes, wauld be of anly
limited interest. The process of making month-
ly estimates, however, would probably resnlt
In irnproving the quality of the qnarterly esti-
mates. I expect that this effect, rather than
the monthly estimates themselves, would be
tha main benefit of this waerk.

INTERNATIONAL ECONOMICS

In the fisld of internationsl sconomics,
OBE has devoled moat of its emergles to
estimeting the international tremsactions of
the 113, I have no sopgestbons concerning
collection of data on those transactions he-
vond thoss made by the Review Committee
for Balance of Poayments Siatistica in
its report to the Bureau of the Boddget.* I
believe, however, that much more econoe
mettic and other analytesl use could be
made of the data. With the theory of inter-
naticnal payments in fux, mare analysis of
this kind is nesded. It is admittedly an open
guestion, however, whethar much more such
work, or 2oy mare, should be done by OBE
rather thzn by economists elsewhere. It is
certainly possible that if OBE did expand in
this area it would eut back on the quality and
scope of the data it now provides. If this is
the case, ils prest comparative advantage in
data collection suggests that it shoold Jeave
the maore analytical work to others. There ars
arguments against that conclusion, however:
the analytical work may not be dons i it is
kfi 1o others; it shonld be done by people
who have firsthand knowledge of the scope
and limitaiions of the data; OBE can com.
oand more resaurces in manpower and Jacili-
ties than others,

The articles appearing quatterly in the
Survey reporting the 1.5, balance of payments
contain some enalysis and interpretation but
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are primarily "upsy-downey” in character,
resambling the reports of the domestic scene
which appearsd in the Sureey decades ago.
Perhaps they say nearly as much as can be
said with assurance about chinges in one
quartar: it is diffcolt to say smything pro
found about most quarterly changes n the
balance of paymants becanse only rarely can
one be sure that changes in the more volatile
items are significant, and attemple to invest
them with desp meaning may be worse than
useless. Nevertheless, over longer periods
more analysis and interpretation could be
presentad if a greatar research affort were
made.

Determinants of Exporis

A leading candidats for additional re-
seacch is the question of what determines
0.5, exports of goods and sexvices, OBE's
Balance of Payments Division has done some
wark on thiz question, buk even more is
needed, Better understanding of the determi-
nants of US. exports iz needed not only in
forecasting the balance of payments but in
forecasting domestic developments through
use of OBE’a econometric model of the 1.5,
sconomy. Forecasts from that model now uee
a figure for U.S. exports that Is obtained hy
& more or less informed guess at the Sgure
iself, rether than on the basis of explicit
analysis of its relationship ro developments
abroad.

Definition of Payments Surplus

Another aspect of OBEs reporting on
intsroatiopal transactions congerne the pres-

entation of fignrex for the net balance in
.S, mternational payments, ie, the sor-
plas or deficit. During the postwar years,

* Sem The Bafonce of Parmenss Skaiisticen of the
United Srater: A Revfew snd Appraisd (Washing-
ten, D.C: TS Government Priniing Ofics, 1965).
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tha net balancs has besp defined and xe-
dafined in ways sofficiently different to
cenvert what were once regarded as surs
ploses in a given year intg deficits in thai
game year, without sny revigion in esti
mates of the subcategories of transactions
themealves. Indeed, Professor Fritz Machlup
has listed a bewildering array of different
fiznres that have been used at one time or
another by the 1.5, Government alone for
the net overall balance in the year 1931,
which rengsd frem a sarphas of over §3 Lil-
lion ta a deficit of $1 billion.* For several
years priar to the report of the Review Com-
mittee for Balance of FPayments Statistics,
the Government used the liquidity definjtion
of the net halance. Under that definition, in-
creases in the liquid liabilities of the 115 to
beth private and official foreign holders were
treated a3 methods o froaocing U5, “pays
menta” {i.e., they were treated as credits be-
iow tha line) rather than as 1.5, “receipts”
fcredits above the line) that offset US.
“paymenta.” The Review Committee strongly
criticized that definilion, as several other &=x-
peris had shready dope, and recommended
substitution of the “official sattlements™
(sornetimes called the “official ceserve trans-
actions™} definition. Owing o the continued
strong support of the Giquidity definiton by
the then Chief of OBE's Balance of Pay-
ments Division, who had made as effective
and rmtional a case for & as could be made,
the proposed definitivn was added to, rather
than substituted for, the liquidity definition.
While the OBE now gives both definitions in
its reports, pride of place and emphasis con-
tinued for some time to be given to the
liquidity definition, Those responsible for re-
porting news af iniernational finance for at
least two major pewspapers, bLelieving that
the public would be confused if two figures
were mentionsd for the net balance, soon
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tock it upon themselves to ignore the afficial
settlements balance i their news stories,
thereby belping to give the liquidity defini-
tion a new lease on life.

Economists generally recogonize that no
definition of surplos and deficit in the bal-
ance of payments, any more than any other
accounting coocept, will be suitable for all
purpases. The official settlenents definition,
for sxample, certainly has its limftations, al-
though some of the crilicisms made of it seally
reflect more the noosignificance of quarterly
chenges in the net belance on any definition
than they de defects inberent in the official
settlements concept. [t is gratifying that the
articles in the Survey now recognize that the
liquidity definiticn is 8 poor indicator of mar-
ket disequilibrium, Its use a2 a norm for equi-
librium makes increases in foreign holdings of
liquid dollar asscts that result from increzses
in foreign private demand for them lock like
awtonomous incrzases in tha supply (in the
techalcal sense of quantity offered at a given
price). To those who already understood this,
it was not “paradoxical” that in L1969 the dol-
lar was strong in the foreign exchange market
at the same time that the liguidity balance
was io deficit; indeed, by that definition,
the U.5. had keen in deficit throughount wir-
tually all of the errly postwar period of “dol-
lar shortage.”

Econgmists know that no singls defini-
tion of the net balance can serve all purposes.
While laymen may complain that the use of
mare than one definitisn is eonfusing, the be-
Bef that they understand the implications of
the international economic pesition of the
[1.5. better if only one is used is an illusion.
Ft is better for them to be aware that they
do not understand it than for them to assume
that they do and jump te conclwsions that
are likely to be incorrect. For that reasen,
I do not think asny effort ahould be made
to select 1 siogle “best” definition. Indeed,
some economists who have thought deeply

'Frizz Mochdop, *The Myswricus Numbers Game
of Bolsnoeof-Paymentz Statistics’ in Ineermations!
Paymangs, Debts, and Gold (Mesr York: Charles
Seribner's Sons, 1964), table VIT2,

167




about iha problem sugpest that it wonld be
better to abandon the publfcstion of any fig
wre for a deficit or surplus, simply show-
ing all the debit and credit transactons
(as the Survey now does in table 1 of its quar.
terly articles reporting this conntry’s interna.
tional {ransactions) . but including enongh de-
tail about changes in U.5. Fahilities to for-
gigners (such as is now shown in table 3) to
enable readers 1o construct whatever variant
of a pet balance they wish, T ragerd this sug-
gestion as accapiabls in principle. Since it ap-
peats inevitable that readers will insist om
calculating ane or another variant for them-
selves, however, 1 regard publication of =
variety of net balances by OBE ag an arith.
metical ssrvice that it shaald continue to pro-
vide. What is more imporiant for substantive
vnderstanding is analysis of the relation be.
tween various definitions of the pet halapce
and the stramgih of the dollar in the foreign
exchange market. [ would inchade soch re-
search in my list of analyteal work that
thould be perforred.

Full-Employment Goods and Services

It would alse be desirahle, in de-
termining the impact of the rest of the world
on the US. economy. for the Government's
economic advisers to have available estimates
of the net balance on goods and services st
noninflstiomory  foll-employment levels. In-
crestes In the actual nel balance on gooda
and services are commonly regarded as stim-
ulating to the domestic ecoaomy, but that
view is correct only when they result from
an expansion of sxports or a decrease in im-
ports thet is not mduced by a decrease in
lotal ingogme or spending by residents of the
IS, In this respect, the net international
belance js similzr to the net balence in the
Goverament’s budget. A distinetion Between
changes in Govaroment revenues and expendi.
turgs that do and those that do net resait
from changes of Incoms and output has besn
Jound necessary for clear thinkiog, sincs au-
tonornous changes have independent and posi-
tive effects on agzrezate demand, whereas
changes induced by RAuchuations in income
and sxpenditure merely cushion the effects
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of those floctostions. This distinction has
besp made nsefid io praetice by guantitative
estimates of the “follemployment budget.”
Just as that budget takes Government revenne
at jts estimated nwninflaticnery high-smploy-

ment values, so that changes in it approximate

autonsmons fiscal changes, the high-employ-
ment balance on goods end serviees would
fnclude imports of goods and services at their
estimated noninflationary  high-employment
vatues, thereby eliminsting mduced changes
and permitting » better appraisal of zulene-
mons changes in the net balance on goods
and services,

Internationnl Tnvestoent

Probably the most Important possibilities
for research by OBE in the international feld
Tie in the fisld of internatiomal investment in
the broadest somse, including the [evel and
changes in the atock of international heldings
of money. This priority reflects twa develop-
ments. The first i the great ncrease, since the
late fifties, in the mobility end the actuel
movement of capital and credit bebween coun-
tries. The second i the new and growiog em-
phasis in theoretical and empirical work on a
balance sheet approach, which emphasizes the
compasition of assets and liahilities. From this
point of view, invesiment flows appear as a
cembination of {a) adjustments in stocks of
assots and liabilitiea to chenges in the vari-
ables that detertnine their desived composition
and (b} changes of such stocks in responss to
the growth of total wealth, given the levels of
the variables thet determine the desired come
potition of the constitments of that wealih,
This “posticlic™ appreach has bmportant im-
plications for the theory and policy of in-
ternational payments.

That the conventional theery of this sub-
jeet needs revision has long been evident to
those sconomiszts who have obscrved that,
while it can explein movements of net inter-
national balances on goods and services in
relation to changes in domestio and foretgn
incomes, it cannot explain adequately mowe-
ments in tolal net joternaticnal balances, b,
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comhined net bedances on goods, services, and
capital flows. Historival evidence shows that,
for coontties with large stocks of capital or
a large demand for it, changes in net exports
of goods and ssrvices have often bean not only
offeet but more than offsst by movements of
capital acreas their borders. As a result, nst
balancas on gaods and sevvices and total net
balances often meove in opposite directions,
increases in net exporta (or decrepsss in nat
jmporte) of goods and services baing accom-
panied by decreases in reserves and decreases
in net sxports being accornpanied by in
creases in reserves, This phenomenon has
been intarpreted by some leading economists
as a reflesction of the effects of growth on the
stock-demand for one component of portfolios:
money. While thess relationships have not
baen systematically reviewed for many coun-
trisz and for many perinds of time, enongh
individnal countries and periods have heen
eindied to make clear that analysis of the de.
terminznta of capita! Hows presentzs s vast
field for further exploration. That the port.
foliv adjustment approach to capital flows s
regarded as promising is indicated by its
use in many of the cootribotions to a forth-
coming volame of conference papers, The
Internatioral Mobility and Movemeant of Cap-
ol (ta be published by the National Burean
of Economic Research). (Juantitative work
using this approach will require a substantial
improvement in data on internatiomal hold-
ings of assets apd iiabilities, For the collec.
tien and sound presentation of sech data for
the TL3., reliance must be placed almast en-
tirely on the Ofice of Businezz Economice.

OBE has already made a good beginning:
for exemple, its data on direct investment, col-
lected since it conducted a census of sach
investmant in 1957, inclode anposl informa-
tlon not aniy on the amount of such invest-
meat but also on all sources and uses of funds
and on the sales of forsign affiliates of TS,
companies. For census years, OBE also
reports the labor payments of those affiliates.
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Data have alse been collected and published on
the exports of direet imvestors and on the
imports of their foreign affiliates, distinguish-
ing finports from their 11.5. parents and from
other 1.5, companies, for the years 1963-67.
{Lack of funds prevented collsction of thess
dats for 1068 and 1060} These data are
petentially very ussful, and gathering them
was a naw and imaginative deparhure. Even
with these data, howaver, would-he mzers have
several problems. One fx that the Jag bebween
colleetion and publication is too great: the
first results of the 1966 Censns of Direct
Investment ars enly now about to appear,
more then four ymars after the end of the year
to which they pertain; the rest of the census
fignres ave not sxpectad uptil mid-1972. This
lag regults partly from the fact that QBE did
not get all the retums untd the summer of
1968, but lack of eufficient frmds for process-
ing them apparently wae slzo responsible.

Another problem for these who are do-
ing research on foreign investment has been
difficulty in obtaining sccess to the data on
direct invesiment collected by the Balance of
Payments Division. A good deal of the prob-
lern has evidently besn cassed by lack of
resourees. The law requires that ths reports
of individoal companies be kept confidential.
To screem tabulations of combined company
data to prevent secidental disclosure of indi.
vidual company dats ix a Hma-consuming
taak. In addition, snbetantial staff time is re-
muirad to explain the files to resesrch workers
snd to prepare the data for their nse.

In order to deal with theze difficulties,
the Division is secking funds to computerize
the files. This will reduce sharply the costs of
acreaning the tabulations and of making the
files sceeasible to wsers,

If thess plana are carried out, the prob-
let of access to data should be Targely
solved. If, ot the sproe time, the data on the
intarnational sezet and liability position of
the U.5. are improved, the groundwork wilt
have been lapl for & substantial improvement
in our wnderstanding of the econcmic and
finaneial interrelationships between the TS
and the rest of the world.
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l 0 Income Distribution: Theories and Faocts

BN T: was 5. Tucker whe =aid
“I’ve, been rich; I've been poor, Belicve moe
rich ia better.” For gne like myself who lived
a3 an economiat in the age before we had
decent national income statistics and who now
lives in the age In which we have ageurate
datn on GNP agzgrezates and their break-
devns, it is hard to tverernphasize the dii-
fersnce that availability of soch data makes.

Therefore, when 1 ocoasionally hear a
student say, “I hate GNP—to me it is gross
national pollution, and I wish the GNP would
halve,” 1 shuke my head in pity. For on=
thing, involved hers is a fallacy of misplaced
identification: shooting the messengers who
bring bad news is a policy calcalated to pro-
mote only ignorapce, nat joy. If pollution i=
one’s concern—and I must confeas it is my
concern—ohnly when we have acourate data on
aggregate resl output can ons hope to find
answers o vital guestions ike the following:
how much environtnental detevioratlon can be
prevented merely by sero population growdh,
as against that which Is attributable to in-
creased per capita living standards? Is Di.
Hernan Miller of the Cenms right in trinking
that the respeschive fractions are about one-
third and two-thirds? How can the stodent
2nd I begin to answer such a gueation with-
out data on aggregate production and oulpur?
I realize that there are wags or idists who
think that Switzerland had no balance of
paymente problem, and couald have had none,
back in the days of innorence when she had
no balance of payments statiatica, but I think
the point iz clear that, both for these whe
value material growth snd thoss who deplors
it, accurate data are indispensable,

There was a time when we had no cen.
suses of population. Learned scholars could
arguwe aver whether or not the population of
England declined or stayed the aeme batween
the Glorious Revolution of 1688 and 1775,
{Actually, it grew.)} Thers in really nothing
more pathetic to wimess than a polemic be.
twean schelarz none of whom have any straw
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aut of which to manFactuze their theorstical
bricks. Bt is ke hearing tots in the play yard
scream: ©'] hate you twice sz much an you
hate me.” “No you don't” Children at least
ontgrow their childishness,

REAL WAGES

Let me be in feshion, je.. be rclevant
One of the most important aspects of Marx's
Das Kapitol and related writings was the
formulation of significant hypothesea abont
the laws of motion of capitalism. If such hy-
potheses are to represent more than wishiul
thinking or irrefgtable tautologies, they muat
in principle be capable of baing refuted or
corrchorated by the fucts of experience. Let
us cunsider the very heartland of the Marsian
economic model—the labor theory of value,
with an eleborated theory of exploitwtion by
copitalists of the warkers” produat in the form
of purplus ralve over and above the miniraun
cost of production ar repradaction of labor
power itself. This is intended as more than
mumbo jumbo to ssrve &3 an slternative to
the bourgeois theories of Ricardo and John
Stoart MAL From this analysis, Marx belicved
he could scientifically infer Fmplications for
the future—as, for example, the law of im-
miseration of the working classes.

One can put maltars to the test: was
thete discernible, in the contury after the
publication of the first vojume of Doz Kapital
in 1867, & tendency toward & declime in real
wagas o af lezst a stagnation thereof? With-
ont good aggregate sconombe data, one could
only shadowbox over the anewer to auch
question. “Population has gone up.” “No, it
hus gone down.” “Real wagee have fallen”
“*No, they have rism.” “You only say that
because you are a Isckey of capitalism, an
apologiat for private property.” “Omly 2 aub-
verstve Tevolationist or disessed mind conld
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make such nonsensical etatements.” Round

" and round it goes, and where it stops—in the
absence of factual data, o1 whose methed of
collection and margin of inaccuracy a jary
of informed scholars can agree—nao reasonable
person ought to care.

INCOME INEQUALITY

Take the problem of the distribution of
income. Ts it the case that the rich are getting
richer, the poor poorer? Is it the case thet
competitive Isimeez faire leads uitimately to
the destruction of privilsge and a state of
comparative egalitarianism? These are quoes-
tionz of fact that can be illominated only by
carefuol empirical studles, in which scholare of
all perznasione can review and reperfarm and
audit the calenlations mede and the asncln-
sions inferred. Facts free ua from the need
to make of hominer: judgments. Was Vil-
frede Parets 2 Fascist? Perhops he waa (at
least he accepted, in his old age, o senstor
ship from Mussalini). Bur—in the pressnce
of data—that need not aifect the contribution
he made to onr understanding of inequality
by wirtne of hiz discovery thet the tails of
income distribations tend te he much fatter
than those for normal Gaussian distribgtions,
I have heard it said that Corrado Gini had
the evil eye. But that does oot nodermine the
validity and relevance of the Gini measure
of disparsion as a description of Lorens curve
inequalitics of income or wealth, The faot
that Marx was an anti-Semite, fathered an
illegitimate child, suffered from carbuncles,
. liked Dickens and Besthoven, and disliked
Malthns has relevance to whether one ahould
have him in the local golf club but matters
not at all to one perusing his writings for
insight into the development of the ecanomic
system if smpirical data are at hand.

One wishes our knowledge of the size
distribution of income and of wealth were
more complete, But the data are sulficiently
relizhble to tell us that inequality tends to be
a kit less macked in the advanced mized

S0th ANNIVERSARY ISSUE

economies thay in the developing mations;
ir tends to be leas in Israel, the Netherlands,
and Sweden than in Britain or the U.S, With-
in the U.S. insquality may have increased
in the decades prior to 1929 and on into the
Depression years, Apperently, in the period
of World War W inequality declined. How-
ever, Dr. Miller and other scholars can dis-
cern no clear-cuk tendency since 145 for the
respective shares of the highest and the low-
est fifth of the populetion to tremd either
dowoward or apward. To state such a fact is
not to approve of it, but the persistent ab-
sence of such a trend mey snggest b0 one
eager to further equelity that spontanecus
changes are not likely and that contrived
change may require action that will not corue
easy.

Having expressed my appreciation of the
light that good nationel income dats can shed
on the recent past, | must kesp in mind that
this 3¢ a dynamic and growing fromtier for
resgarch. True, thanks to these data, among
other things, the Allled Powers managed to
mobilize their resouress in  the struggle
against Germany more effectively than that
country mobilized jts economiz resources.
This was know from the captured fles of Speer
and others, which surprisad us by showing
bow much Hitler's anti-intellectualizm had
harrned his own cause. Troe, developmenta of
input-nutpuet by Leontief, Chenery, and others
bavse been found to be wseful extensions of
GNP data which help Western nations, the
Soviet Union, and sorae of the developing
countries plan their economies better.

Still, much more remains to he done
Hiere are a few random speculations relating
to income distribution that coma ta mind, If
individuals and familles were followed on a
lifetime basis, whet changes if any, would be
found in iocome inequality? Ancther topic,

Paul A, Semuelson is Projessor of Economics,
Mussachusetts Institute of Technology.
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which iz fashionable today, is the role of in-
vestment in homan beings through training
and sduocation. '

RETURN ON HUMAN CAPITAL

Thecdora Schultz, Gary Becker, Richurd

Eckaus, and many others have revived the
19356 mations of J. Raymond Walsh {whe
deserves a hetter fate than to be remembered
merely for being one-half of the Walsh-Sweezy
incident at Harvard) ahout “the capital con-
cept as applied to man.” 1 aay this is » fash-
ion, and consvitnce requires me to add that
it has become something of a fad. This iz a
suphemistic way of saying thot my sampling
of the estimates that ere coerent concerning
the allegedly large role of education in adding
to carning power leaves me with the distinct
impression that the yields claimed for high
school and college educations, as =soch, in
adding to ability to produce GNP are hased
on the high side. Ounly educators, you might
say, conld come up with zuch patent and
seliserving flattery.

Thiz saospition of mine, which I have
turtured from the bagianing of the current
revival, was ariginally based on the realiza-
Hon that it is very hard e ssparate the certi-
fying and eelecting fumction of aducation
from what it adds. A Harvard Puzineas School
diploma may add to z chap’s sarnings be-
eause it shows he works harder than the mob,
or it may merely refect the fact that the
meembers of the elite, who will have high
sarpings for reasans of status ar genstics,
ars the ones who get into the Harvard Busi-
neze School. The statisties simply will nat
ensble ug to know whether jdentification hiss
is 10 percent, 50 percsnt, or K] percent. This
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original suspicion has been heightsied by the
findings of the Coleman Report that the rela-
tionship betwesn monsy spent on schooling
aid patfortnance is a complex one. [ find hoth
consapvatives, like Banfield of Harvard, and
radicale, like Bowles, Gintis, and others at
Harvard whe proudly wear that label, at one
in the belisf that schosling adde to the per.
formance only of middleclass-oriented groups
of the population, and even thin cnly when
we define “perfoxmance” in certain traditional
waYS.

But let us supposs that we wers some
how able to get rid of identification bias,
and could isclats that part of earning power
which iz due to capital investment. How might
we come ko redefine the components of ma-
Honal incoms? Hete are a few specolations

ahd queries.

THE LABOR SHARE

The [abor share in national income is
allegedly a great constant—thus holds tha
interesting law of Bowloy. If we look more
minutely for divergmwees from cemstancy,

. most observers seem ko discern, if anything,

a elight tendency for the labor share 1o zise
through time, Three.quarters for labor and
one-quarter for property is a common break-

down (as, for example, in the Faul Douglas
ant Robert Solow skatistizal exercises). Bat,
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as Kuzmets has pointed out, much of the In-
come of unincorporated anterpriss (and some
of the income of small corporations) is really
a wage return to farmowners and professional
mert such as doctors, lawyers, depkisty, ac.
countants, and plumbers. 5S¢ the share of la-
bor iz sometimes raised to 3D percent. But
the very mention of doctors reminds ue that
s long training period, sxpensive sdacation,
and forgome earnings are nesded to meke o
qualified M.D». 52 some important part of the
80 percent has to he subtracted in order to
arrive at true labor income, purified of in-
terest return from ezpital Snvested in hpman
beings. How large a fraction might ba left?
Seventy percent? Thirty percent? The snawer
would of course have to depend wpon what
our biasfree estimate had torned op for the
marginal returns to different kinds of eduoca-
rion.

However, aven if we were in agresment on
these marginal or incremental identifcations,
it iz net clesr from what hase we ought o
meaznre capita] returns of labar varsus labor
relurns. Sorely expenses at night school to
[¢arn acconnting owght 1o be subiractel. Bot
should we subtract third-grade expenditures
to learn short division? And oow that the
Coleman Report has suggested to its cribies
that one must laok back to the sarliest years
of infancy For the aources of disadvantages
in the learning process, should the fergone
salary of the mather who stays at home to
read to her child from the King James ver-
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sion of the Bible be debited against his futare
royalties a8 & bastsslling author? Obviously
ona could get most of the national income
into a nonwage category by smob a decision.
If as a definition of wages one were left with
only that which might uader ideal conditions
be identified as the *remt” to original
genetic ability, anzlagows to Ricsrde’s pure
raal a3 the retorn to “ihe original, inex-
hamstible, unaogmentable gift of namrs,”
what Henry George or John Locke, what
Shockley or Jensen can we rely on Lo cerlify
the finding for us?

At the rarified level of economic theory,
similar jsswes con arise. It i well kmown
that a neaclassicsl twa-sector growth model,
in which labor grows szponsntially and in
which some fraction of profits is saved, works
best when the capital goods indosiries are
maote lahor intensive than the consumer goods
industries. Sorme years ago, when Tibor Seis
tovsky reported before the MNational Burean
on the matter, he foand that vsing Censua
data classifications one found almost the same
intansities for the rwo calegories of industry
and that, in any case, the capital goods sector
did seem more lahor inlensive jo the manoer
desired for stability. When I poioted out this
finding ko & gradoate stirdent, he acked
tezsonably: “Yes, but if laborers in the ma.

_¢hine wol industries are more highly skilled,

then connting their teaining as capital might
reverse the finding.” And indeed it might
Perhaps in the fubare we shall receive every
month from owr friendz in Washington ac-
curate dats on these gnd many other matters.
When new answers are in the offing, we shall
lrarn to ask new gquestions.
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RAYMOND J. SATLNIER
Faster, Better, and Clearer Data

EXFANDED WEEKLY SERIES

AN We aced more data oo a weekly
basis, The fact that such series are difficult
o adjust for seasenality constitutes a for-
mjdable problem, of course, but the charts we
now have lor retzil sales and (from private
avurces} for freight and truck loadings would
sullice to maks year-over-vear comparisons,
As it stands, thers is at limes a lag of two
monilie, even on dale we regard gs current;
for nmyons trying to keep up to date on busi-
ness conditions this is a serions matter,

On a related point, would it be possible
tu have materials now published in Business
Statistics, the weekly supplement te the Saur-
vey, divided between weekly and monthly
data and published separately, with appro-
priate charts? Tf this weare done, I'would hope
that s many menthly series as possible counld
eventually be put an ¢ weekly hasis. 1 forecast
a very largs andience for an expanded "week-

ly date supplement.”

LABOR COSTS AND PRODUCTIVITY
Although this is not directly Department
of Commerce business, we caonot get along
saflely much longer withoat more full monthly
data on labor costs and productivity. The
quarterly data on otal compensation, outpat
per manhour, and prices (the GNP deflator)
now published ars enormously useful, of
course, but we bpeed them availakle on a
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more frequent hasis. Business Conditions Di-
gest, for example, is seriowsly deficient in this
respect. ({3 course, labor cvasts must repre-
sent lotal payroll and Irionge beoefit costs,
not merely the wags or selaty payraects now
so widely reported—thess are of rapidly de.
creasing interest,} We aleo need better re-
porting of new labor cemtracts.

FINANCIAL DATA

Abhough this toe is cutzide the tradi-
tional scope of Commerce Department re-
sponsibility, we need a strengthening of £-
nancizl atatlatics. As I see the Ainancizl system
aperating, struchural changes have made meny
traditional monetary aggregetes, most aotahle
of which aré the figures on money supply
and credit outstsnding, quite obselete. For
sxample, we had & wear-crisis in financial
markets in May 1971 in which commercisl
papar and Eurodollars played a mejor role;
on teither of these [ectors—certeinly not on
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Eurodollars—did we have adequate statistics,
and, to date, information onm commercial
paper and Eurodollars has not heen adequate-
ly incorporated inte the traditional series.

On encther set of finaocial statistics, the
commitments to extend credit that financial
institations have outstanding, we heve vir-
tunlly no organized information. I know that
8 “commitment’ js difficelt te define, bul we
have a great and pressing nead for loan com-
mitment data for commercial hanks, life in-
surance companies, mmiual savings banks,
and savings and loan associations.

Fioally, 1 bope that the fncreasing
amouvnt of information avallable on financial
flows will, to whatevar extent possible, be
put on & weskly basis (for axample, data on
the nst flow of funds Into thrift institutions),
ke made more readily wsable (the Ggorm
are now 30 voluminons and =0 arcanely de.
nominated that they can be used only by &
few professionals), and be linked more close.
[y with the national fncome and product
ascounts.

HOITSING STATISTICS

We need better and more frequently
available data on cepair, improvement, and
tehobilitation expenditures a3 distingnished
from expenditures for new construction, and
we noed to combine in a more satisfactory
way dats on moblle homwe production with
conventlonal data om housing starts.
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NEW COMPENDIA

To speak now of two arear distnctly
within the province of the Commerce De-
partment, [ would propose sepazate cotn-
pendia of data on consumer durable goods
and ob business investoient axp-enditn:ea,
comperable to what we now have for de-
fense spending. The planning of such collec-
tiang would almost certainly inspire efforts
to All the data gape still cemaining.

BUSINESS CONDITIONS DHCESY

Finally, although ] am a reguler aod
enwrmouzly grateful user of the Digeat, 1
still Gad it dificult o locate quickly the
mezterials i it. It has a table of conteots and
an index, to be sure, but the fact that series
are combined in several different ways (by
groups of indivators, by certein Functional
groapings, and in analytical groupings)
makes the collection awkward to use, There
must be 2 handier way te arrange the bgures.

I hope that these soggestions will not
ohzcure the fact that I am desply gratefol—
as 13 the whole economic fraternity—for the
faet that, ewing to your elforts and those of
your associates apd predecassors, the task
now i only to improve upon a remendausly
impreszive and usaful body of information.

Raymond [, Saulnisr is  Professor  of
Economics, Bornerd Collegs, Columbia
Irnavarsizy.
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JOSEPH R. SLEVIN

Making News at OBE

M The Office of Business Eco-
nomics makes news, and thar rells you some-
thing about its importance. It doesn’t iy o
wmake news, That is oot OBE's job. But it
works ap and puts out numbers and in-
terpretations thet people want to  know
about. Willy-nilly, OBE iz a newsmaker.
Sometimes the news iz in a Survey of Cur-
rent Business analyeis. More often it iz in one
of the press releases that OBE distribotex just
a8 soon az & set of firures is ready or just
before the full text of a thoroughgeing Surzey
article iz publizhed.

A NONPARTLISAN NEWSMAKER

OBE plays it straight. It bas the respect
of the people who write the news that it makes.
It does not season its reports to suft the
political taste of the party in power. It is hon-
est and highly professional, and that makes
things a little easicr and more pleasant for
economic reporters: H'u:y can gongentrate oo
what OBE said instead of trying to figure
cut why OBE said ir,

Critica of newspapers lke to complain
that they write mostly abowt bad pewe and
varely about zood news, thet conflicts and
disaaters get the biggest play. It isn’t an ac-
enrate criticisn, but a free press, fortunately,
dees spatlight troubles and difficulties, and
OBE’s reports have been getting more atien-
tion than they otherwize might, as a result.
A riprouring inflationary upsurge iz Page
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One news but atable prices are not; G percent
unemployment is Page One news bot another
pleasant month ot 3.5- percent is not, OBE
doesn’t put sut either the prics or job reports:
“another aganey,” as the networks would sey,
does that. But OBE does benefit from the ne-
ttonal concern that inflation and unemploy-
ment have avoused. And OBE is responzible
for the biggest barometer of them all, the
groza national product reports that 2ell the
couniry whether the ecomomy in growing or
declining, whether nagional sconomic activity
is rvising or reseding.

Unbappy events ars not the only cause
of tha increased intsrest that attaches to OBE
reports, Public coocerm about the econcmy
has grown tremendously during the past guar.
ter-century. We ore committed to achieving
the Employment Ad goals of maximam pro-
duction, employment, and purchasing power.
To the 115, as throughout the fres induostrial
world, prosperity and full employment are
goals that no Government can jgnote and still
sarvive.

FILOM ORL T(O ONE?

While the Bureau of Labor Sratistics,
that “other agency™ whichk puts out the wage,
price, and employment information, may not
liks it, I would auggest that OBE is misnamed.
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Instead of Office of Business Economics, it
might better be called Office of National
Economics. True, §t collects, compiles, and
analyzes vast quantities of business statislics.
But it uses other important numbers that are
not “business statistics.” The main interest
that attaches to its most faportent reports is
not what they tell about business but what
they reveal about the national economy.
¥You often can read about the OBE
quarterly plant and equipment survey on the
front page of your daily newspaper; it is an
wagerly swaited report. Bul it iz on Page One
rather than the financial page nok becanse
there is a powerful naticnal thirst for the
Tatest word abaut husiness capital goods plans
aid not hecause there is widespread public
interest in the machine too]l builders or con.
struction. It is there because husiness capital
speodiog plans shed revealing light on the
course that the national ecomomy will be
following, Is economic sctivity geing 1o be
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rising? Will it be climbing at too fast a pace
or too sluggish a pace? Will we have oveyhisat-
ing? Will thers be jubs for thoss who wamt
to wark?

The same point applies to OBE's xeports
on personal income, corporate profits, and
husiness sales and joventories. They contain
invalushle information for the businessman
ond the economic analyst. But that is not why
they make mmeportant news. The quartecly
Lalance of payments reports contain a weakth
of fascinating detail, but, again, their great
imterest lies in what they show about this
country’s international economic and finan-
vial position.

If the Office of Butiness Economics were
to be renamed the Office of National Eeo-
nomics, itz designation wonld change frem
OBE to ONE—end for this agency of facts,
fizures, and notably sound analysis that would
seem to be 2 singularly fitting acranym.

foseph R. Slevin is Natione! Economic Cel-
wmniat, Newsday,
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LAZARE TEPER

A Higtory of the Survey of Current Buainess

N Th- fifty years since the Survey
af Current Buosiness first appeared hava wit-
nessed an unprecedented development and
growing sophistication in the Narion's systam
of statistical intelligence. Beginning 43 a
compilation of sorss of the basic dats origi-
nating from many sources, and inclwding, st
a later date, analysiz af mationzl economic
developments, the Survey has mirrored this
evolution. Hg very existence has stimubated
statistical ingoiry and spurred data develop-
ment. Though originally designed ro serve fhe
business community, it has bacome important
te everyone concerned with developments in
the American economy.

14921 : STEFCHILD OF COMMERCE REPORTS

By present-day standards, the sardy ia-
aues of the Skrvey were modest indead, and
it ts sapy to find fault with the datz then
pieblished. But the choice was limited and
the know-how not ax evtenaive as now. There
was po compandium of current statistieal in-
formaetion on busicess conditions, which s
probably why William M. Steaart, then Di-
rector of the Bureau of the Coensus, imitinted
in the latter part of fiscal 1921 "the work
af compiling statistics for monthly repost to
show the current trands of busineaz and indus-
try throughant the country™ in the belief that
sach a raport wenld “be vary wseful to the
buginess public and in some measurs furnish
information which will help to stsbilize
industry.” 2

There must kave baen some doubts abouvt
the new publication. Its fizs? issus, dated July
1, 192], was jssued gratis in end out of
Government as 3 supplement to Commarce Re-
poris® and was pol even numbsred. It met
with a good response, however. The Augunst 1
issus was then assigned Number 1 and was
distributed free to all reguler subseribers of
Cormmerce Reports with an invitation to sub-
ecribe at one dollar per year “in order that the
pubiication shall impese no cost upon the tax
payers,” ? The new journal was describad as
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“compilad by the Burean of the Censns, the
Buveau of Forsign and Damestic Commerce
and the Burean of Stsndards, most of the
waork being done by the firstmamed bureau.” *
It remained a Cansus publication until June
1930, when it was transferrad 1o the Division.
of Statistical Ressarch in the Boresw of For-
eigh and Domestic Commerce (BFDC) to-
gether with jts staff and facilitiesn? Not wntil
after the Degember 1945 reorgamization m
the Department of Commerce were the
Surrey’s fortmes lodged in the Office of
Business Ecomomics.*

122119530 : STIMULATING NEW DATA
Expanded Commodity Dats

The wery publication of the Surcey
stimulated cotupilation of new data. *Prior to
July 19217 reported the Dbrector of the
Bursau of the Cersae, “the only statistics of
this charscter collected by the [Census) bu-
reaun related to the production, tonsumption,

L Ninsh Annec! Report of the Secretary of Come-
merze {Waskingtan, DuC : TS, Grvsrament Printing
Ofhee, 1921), p 3

"Then a duily, Commerca fepores poblished trade
and conoular reports rwatly hearing on foreign trade.
In 019 own words, it was at the time “s rihes
unsystematized masi of Imporiant veparls™ {isue of
Augest 23, 1921, p. 943}

A [bid., September 36, 1971,

*Terthk Annual Ezport of the Secrétay of Com.
rierse (Washinglon, D.C.: ELE. Governmant Printing
Office, 1922), p. 132,

U Eigheeentt Annual Repore of the Sacrstary of
Commered (Washington, D.C.: US Government
Printing Ofics, 1930}, p. 344. This Divigicn sabse
qomnily  anderment several transformatioms  amd
changes of name,

* At thar time OBE was estzblished within BFTMC.
OBE was wtablished 25 1 primary srgenizetion of
the Department on December 3, 1953, and BFDC
ceaped to exist (Secretary of Commerce, Depart-
mental Order 15 Pursusst lo Aothority of BReor-
ganization Plan § of 1950), Though OBE was solaly
respongible for the Swerver. 1be eredit line on its
frant cover {fated only BFEPC throwgh December
1949, From January throngh May 1950, OBE slone
wes [isted, theogh frem June thouogh Mey 1952
both BFDC and OBE received the listing. Beginning
o Juoe of that year, bowever, OBE slone was lined.
{The discumion of the politics of eredit lines be.
longa elsewhere)
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andl atocks of sottom, stocks of lobareo and
e consumption and stocks of animnal and
vepetable oils and fats. By the cloce of the
year this ssrvice had heen exteoded so as to
show for mearly zll the prineipal basic com-
modities, the monthly production, stocks, un-
filled orders, sales, prices, imports and ex-
ports, and. alee snch businsss indicaters as
bank clearings, freight earried, business fail-
ures, and other factors vanally considered in
determining the policiss to be fullowed in busi-
aess trznsackions.” 7 To this end, data were

tapped from avery possible source in and out
of Government,

More Representative Data

Bringing current satistics into the open
via the Surrey helped to stimulate interest in
better date. In a number of cases, where pre-
viously published serler compiled by Lrade
assockatlons were not felly representative, they
were replaced by information derived from
broader surveys conducted by the Bureau of
the Census “s0 as to cover all or substantially
all of the establishments, thus psrfecting the
statistics and making them more representa-
tive.” * Similarly, when data were totally
lacking for a given industry, the Bureau of
the Census began collecting statistics direotly
“at the request of z repressniative number
of fitms in the industry concerned, and only
upan receipt of thair promise to report the
data promptly.” * Proper sampling was atill a
thing of the futare, but the foundation for a
more comprehencive systenws was nonetheless
laid down.

Cactions Confidence

Looking backward, it is inleresting to
vontrast the spicit of confidence that the early
raakers of the Suruey exhibited with the sura
of cantion that they exuded, In preparing the
data For the Servey, the reader was mesured,
Yerery effort is made ko assure eccuracy

50th ANNIVERSARY ISSUE

and complstsness™ even though “timaliness is
often of more value then extrems accuracy.”
The use of “prefiminary figures or advance
estimates im order to avoid too great a delay
in publication” was thus justified. Since ssine
data were collected by ouleide agencics, the
reader wae told that the Departiment of Com-
roerte “assumes no responsibility for their
acturatencss and completeness.™ Bat the
temptation was grest to reassure him: “The
figures used, however, are in some casas those
penerally accepted in business circles aa snffi-
ciently complebe to represent the corrent trend
of the given industrial movement, and in
other inetances are vouched [for] by the trade
azzociations.” ' (quite a contrazt with present-
day attitudes about the goodness of data! Bul
then the typical user of data was much less
sophisticated than he is now. He even had to
be told why some Ggures were offsred in an
ndex pumber form (o “enable the reader
ts see at a glance the gareral upward or down-
ward lendency of a movement, whith cannot
so easily be grasped froem actusl figures')
and why no seasonai adjuslments were naade
{“it was thought better to let this fact shew
in the relative Hgurea themselves"} .2

17301935 : THE GREAT SLUMP
Discontinmed Series
‘The number of statistical series published

by the Surzey rose from 01 in the first isaue
{inclisive of the double-counted 225 series

* Eleventh Avraat Repore of the Secrermy of
Cemmrarce  (Wachinglon, DC: US, Government
Prinling Office, 1923}, p. 85 )

*Ifbid. p. BA.

F Fonrteenth Arnual Repord of tha Secrelory of
Cuncmeerve  (Woehingten, D.C: L5 Government
Pricting Ofice, 1976), p. 8%

» Swreey of Correne Business, Jaly 1, 1951, Azgast
1, 1921,

" fhid.

Lazurre Teper fs Director, Research Depore-
ment, International Ladies' Gorment Workers'

t'rion.
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piesented in both absclote and index number
ferm)'? to some 2000 in 1931, of which
782 dealt with production, shipments, stocks,
orders, and sales of sperific commodities
The Great Depresston crippled the develop-
meat of statistics as it did hasiness activity
and employment. Trade associstions, meeting
with budget difficulties, ware forced to cartait
their statistical work, as were Government
agencies. Willerd L. Thorp foupd that frem
calendar 1932 through 1935 the publication
of 176 specific commedity series by the Sur-
vey had besn discontinusd, with only some
75 series added. Actually, “many series, whils
still existinz, have been so modified or re-
vised as to bresk the direct comparability
with ezrlier years.” Admittedly, the quality of
some data wes itnproved and the discontinued
series werg at tmes of “litle lportance,”
said Therp, but the deterioration in the Na-
tion's statistical system was sarious. Even the
growing demand for data to meet the ad-
miniastrative reqoirements of the National
Industrial Recovery Act did not mn the
tide. If anything, he soggested, it may have
stimulated sdded resistance bo statistical in-
quiry on the peat of the business communley. 1t

Promiseuous Siatisties

Writing at about the same: kime, Eliner C.
Bratt found that although “the most valuable
single source of monthly datz is Swrvey of
{urrent Business,” the state of statistics, de
gpite the incress= o datn collection after
World War I, “has been a particularly pro-
miscucus zifeir”: samples are “collected in
a promiscuous lashion,” and only in a few
instances is it known “precisely how they
were obtained or what proportion of the
complete universe is included.” Data ere not
always assembled on the basis of “their atility
in interpreting geoeral business conditions,”
As a vesult, said Bratt, many of the series
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in the Survey are “of little value,” while “sev-
eral very valnable series” are not carried
there,'* It waa not untll World War II that
a renewed recognition of the need fox » com-
prehensive system of atatistical intelligence
was developed, even though constraints were
placed on the publication of data of strategic
significance, but World War I and its alter-
math did lay the foundation for renewed
statistical activity both in methodology aod
fate collection, and a=m Ledter atatistices wers
developed they found their way into the pages
of the Survey.

NEW DIMENSIONS TO THE SURVEY

Aslde from changes in the nature of the
statisiical series encompassed in the Sursey,
it evolved in other respects 14 well. Admited
Iy, tha earliest fssues wera confined to statis-
tics, but it was not long belfore interpretative
text became a regpular festure.™ These

" Howewer, the Areye! Repore of the Secretery
of Commerce for 1926 asserts that the Sursey
started “with 200 lteme™ (p. 28} It = pot ciear
what was meant by an “Sen "

" Ninerenth Aneual Repart of the Secretory of
Commearce (Washington, D.C: 1.5 Gowermment
Printng Ofice, 1931}, p. 24.

LWillard L Thorp, "Wanted-—Tndusirial Stakia:
tica" Jowrnal of the Ameriven Stersioal Associo.
tiorr, March 1985, p, 47E.

Widid., pp. DN

" Elsner C. Brait, Basinesy Cyedey and Forecasting

{Chicage: Bosiness Publicatfons, Foc, 19971, pp.
A22L

TThe earliest commenwry on sietatical dara in
the Survey appanred ip its Movember 1, 1921, Isaue,
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analyses graduslly expanded and, begipning
in Jemuary 1931, togsther with diagrams,
were programsd at 25 pages per imsue. At
‘the same time, a new dimengion began to
permeata the pages of the Sarsey as compre.
hensive estimates of the Nation's ootput in the
form of the national income and product
geries were developed. This sarly work was
in reaponse to a 1932 Senate resolution which
called for the development of measures of
the national income, its industrial origin, and
its distribution in the form of wages, profita,
and other types of paymenta®® As the work
expanded, a separste National Income DM
vision was established in fiscal 1940.1*

The first special srticle published in the
Survey appeared in February 1934 end sum-
marized the remits of ity first study of na-
ticnal income.*® It was a precursor of articles
in the next thres issnes rthat deslt, respectively,
with a new, ssasomally adjosted index of
variety store sales, an index of salea of new
passenger cara, and am index of eash incame
from farm marketlngs. No articlas appearad
in the next thres months, but heginning in
September 1934 special articles bagan to ape
pear monihly on a regular schedule.® Their
seope berame broader and broader, reflacting
the wide spectrom of research activity of OBE
and its predecessors. Whers the Sureey origi-
nally devated feself primarily to republication
of statistical series—currently numbering
around 2,500—it evolved into a scholarly
journal devoted to the exploraton and chart-
ing of the many facets of the Netions acon-
omy, further enriched by spocinl supplermnents
oo natipnal income and product, input-output
analysis, US. mvestiments sbroad and foreign
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investmente here, and a statistical mapplemant
providing historlcal data and backpground in-
formation on individual sariss. More racent
[y, though not properly a supplement to the
Sureey, OBE offsred information on personal
incomes by county and for 228 metropolitan
arear for selected yearn since 1929 on meg.
netic tapes, punch cards, or printouts; it alae
offered memnetic fapes detailing the input-
cutpat struciote of the Amerizan eccnomy,
a natwral development in the extension of ite
sarvice to the analysis of the conkmporary
£CONOTOIC SCens.

STATISTICAL GOALS

Although thess ars resl accomplishments,
much remeins o be done. The future pro-
grams for the Swrvey are intimately Lied up
with the further development of the national
staticticrl system, whether the dats in gues-
Hon originaty in the public or the private
zector (though it §s ungoestionable that the
trend is towards the gathering of mereasingly
more comprebensive statiitica by the agenciey
of government). Thers ars still wany im-
peifactions in our steristical systaw, although
it compares most favorably with the data
compiled abroad. Wa till lack adsquate cur-
rent figurez on the operation of small busi-
nesE; our inventory etatistics are inadequate;

=5 Ews. 370, 72d Cong., 1at nens.

W Tuanty-Eightt Annusl Report of the Secretery
of Cammerce (Washington, DG 11.5. Governbent
Frinting Office, 1M0), p. 29,

*The original stody was fssued wa 5. Doc. 134
1123 Cong., 2d sess).

AThe Aurus! Rapor: of the Secretary of Com.
meres for 1935 actually staves that “a new swice
wat Begun by the publication of & apecial article in
T[ach sgmth[j ipue heginning with Seprombor 1334™

p.. a
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onr consiruction statistics are far from per
fect; informstion on the service seclor is
woefully inadeguate despite its growiog im-
portance. More facts zre needed on the dis-
tribution apd flow of mcomes. Prodct detail,
theugh much in demand ar all levels of dis.
tribution, is frequently unavaeileble. Incon.
sistencie: among many series 1l plagne
analysis (this eriticism fs not meant to refer to
conceptual differences that are required to
degl wirh different issues}. We do not have
adeguate carrent regional information to
aupplement data portraying national develop-
ments, though it i3 incressingly in demand
both for public and private policymaking.
Improved and sxpanded surveys of husiness,
government, and consumer anticipations and
intentions are callsd for,

There is alsa reom for the reexamination
of the structure of the aaticnal accounts te
teke account of the changes in the Instihe
tional srrangements that have been ccoutting
in the U.5. and to stop up some of the gaps
caused at tmes by inadeguate anderlying
statistical fnformation. Such a review wonld

connider the possibility of broadening the -

present coverage to take account of activities
and services not currently taken inte account
in measuring the Mation’s output. The car-
rent postulates regarding the distinction be-
tween consumpticn and investment could
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alss be resxamiped. There iz also an incress.
ing peed to take irto acoonnt, == part of our
econamic statistica! systern, negative products
sich se afr and water pollution or other
physieal and social snvironmental dateriora-
tion. While some environmental problems are
social in character, they have o decided eco-
nomic fmpact and arouse s broad puMic
concern which will coptinee to deepen. I
hope that OBE zod the Sorvey will risn to
the occasion, meet the soes, and gradually
generate meaningfol eovironmenial measares.

In tha fifey years of its existence, the
Survey has become an Increasingly mportant
instrament. It could quite praperly be re-
named Survey of Current Economy. The cur-
reat intereet in microdata and concomitant
“publication™ of the information on punch-
cards and computer tapes, a development 1o
whick OBE is already contributing, will not
dirninish the need for cootinwed publication
of economic statistics by the Soruey. In fact,
ita psefulness is likely to crease &= its scope
broadens,
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Review

GEORGE JASZX

An Economic Accountant’s Ledger

Like anyone who wants Lo look
intajligently into the fpture—he he a practi-
tioner of lsading indicators, & judgmentalist,
an econametrician, or simply x homan being
—I must start with am aszessrnent of the past.
The historical approach will have an inciden-
tal advantage. It will enable nw to bring out
two facts abont the Ofice of Business Econom-
jest much of our work has been dane to meet
the requirements of thoss dealing with major
problens of the Amarican sconomy; and we
have, by and large, besn alert and respotisive
in providing the tools of economic analysis
and policy which wers most urgently re-

- quired.

OBE'S HISTORY

K we pegloct changes in organizatiomal
titles tha: mask an imderlying continoity of
work pragrams—the measurement and analy-
zis of the economy—OBE’s contribution goes
back half a cestury. The Arst period, which
covers the twenties, constitutes, at least for
me, pre-histery.

The Twenties

in this period the measprement snd
analysis of the U.5. economy was done gen.
erally with such stone-age tocls as time series
on catloadings and pig fvon production. But
digging desper. ona uncovers an unaxpectedly
sophisticated tool: estimates of the [LS. bal-
ance of interpebional payments. Thess esti-
mates wers basad upon complex aceountiog
relationships end statistical methodology and
ware incorporated inte the system of national
etonomic accounts that OBE later developed.

It is intriguing to spscwlate abont the
reasons for this far greatsy sophistication in

"iany of vur conibiurs bave fone sv: 1 draw
gpecin] attapion to TEPER" history of the Sureey.

183




REVIEW

the meamrement of onr jmternational than
of our damastic business. Wars the prefevences
of resesrch workers 8 factor? Were the neces.
sary data more readily available? Or was
internationed information developed to an ad.
vancad level hecanss it had been required to
investigate problems that were the concern of
econopic policy? I em inclined towerd the
last of thess hypotheses, but I leave s sob-
stantiation 1o AN ecobomist in search of a
dissertation topic.

The Thirties

The thirties ave a fairly hemogenous pe-
riod in the histery of QBE. {I amr using the
name OBE for the sake of simplicity : we were
christened with it only in the forties.} The
myth of a setregulating economy crashed
in 1929 along with the stock market. Natural-
Iy, there was a great arge ko explain and Gght
what became the Great Dopression, and this
required in-depth measurement of the proc-
esses and structure of the ecomomy. Im re-
sponse, with the help of the Nationsl Bureau
of Feonomic Research, we initiated rezular
series on natiopal income and related megni-
tudss, These series represented the first major
siep in the developmment of OBE': national
income and product (NIP} acconnts.

A forward leap in the development of na-
tional income statistics at a time when the
sconamy is under unusyal strain is pot unigue
to the LS, of the thirties, The takeoff of NIP
accounting in scventeenthcentury Enziand
was closely linked to a fiscal amergency which
jed to the conversion of an essentislly fsudal
system of taxetion to ome appropriate to &
commercial economy. English national in-
came statistics took another quanium jump
in the wake of the Indusirial Ravelution,
when another fiscal crizls was resolved by
the introduction of the income tax. The as-
sociation between the fowering of NIP ace
counting and profound changes in the struce
ture of the scomemy attests to the pertinence
of this braheh of economic mietistics.

Neadless to say, great historical events
do not explain folly the directions OBE’s
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work took in the thirties, two aspecte of which
are patHeolarly pozling. Fisy, OBE's
work was confined to the incorae side of the
aceoands, and the product side—the side that
some ten years later was to become the grom
national prodoct—was neglected. Calealation
of a palional product measurs would heve
added grestly to the wsefulness of the acs
pountz for economic ehalysis and would have
besn feasible, given vhe state of the art. I am
inclined Bo ascribe ite omission to lack of
gtatistical creativity, bat this i only & hy-
pothesis. The second piezling fast is that
OBE's eeries on incomes received in the
varions Statex was initiated in this peried.
It would be interssting to lnow whether this
development was linked to the nseds of aco-
nomie analysis or policy or was lass practionl.
ly motivated.

World War II

World War II marks a distinct epoch in
{OBE's work, The war was responsible for
the single most important development in its
NIP accounts, When the tatk of mobilizing
economic resources for the condwet of the
war became paramount, it was clear that
measures of income flows, such as wages and
profits, were not sufficient, Measures of prod-
uwt fews—consumer purchases, investmem,
exports, end government purchases—whoss
sumn is the GNP wers also needed. Only with

-the aid of these GNP estimnates wes it pos-

sible to tackle the question of how much and
what kind of output previously destioed for
civilian nse could be diverted to the war ef-
fart. Further, n order to determine the
fiscal and other policies that wounld be re-
muired to brieg about this diversion, the in-
come and product calenlations had ta be re-
lated to each other and had to be expandad
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to take into zccount flows other tham those
measuring productiom. With the aid of such
interrelated measares, it was pessible to esti-
mate, for instunce, the volume and compo-

sition of the additional taxes needed t¢ bring

aboat given reductions im private spending.

These and similar calculations stimu-
lated the beautiful notion of & complate set
of accounts that would depict systematical-
Iy the entire economic process in terms of
the production, fistribution, and uss of the
netional output. While thess accounts had
their origin in the work OBE did ducing
World War I, thoir design crystallized in
the somewhat more leisurely period thet fol-
lowed the war.

The Late Fortiee and the Fifties

Althouzk we were po longer confronted
with the task of ccopwmic mobilization, it
soon becgme clear #hat broad Goveroment
policies guiding the development of the econ-
omy had cobiw to stay, Their implensentation
required further development of the NIP ac-
counts. It became apperent at the same time
that the information contained in these mc-
counts was welcomed by business, other eco-

womic groups, and the public at larga as a

basis for intelligent decisionmaking. It wes
also opesded for research directed toward
understanding the functioning of the eron-
omy. In paxticular, it provided the factuel
besis for scomometric modelbuilding, which
began in this period.

Our work in the postwar yeurs cop-
tinued to be closely attuned to the require-
tents of realistc economic analysis ead
pelicy. Nailing down rough calculetions we
had made during the war, we split the GNP
into real and price componenta in order to
make it & usable cocl for the study of economic
growih and of jofstion. Again bunilding upon
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work atarted ia the early forties, ws prepared
detsiled, comprehensive, and timely quarterly
estimates of the NIP accounts to fill the needs
of increazingly active Government and busi-
nezs policynmkers,

In this pericd we also developsd and
refined the Federal budgst on NIP account,
which has since become incresmingly promi-
nent in economic. discuesion. This construct
infilirated the Federal budget in the early
fifties and, through recomumendations of the
President’s Commission on Budget Concepis,
which incorporated many of the features of
(OBE's Federal budget on NIP account, was
a major influencs in sesheping that document
in 1948,

We alzo consiructed estimates of the
size distribution of income that wers integrat-
ed statmically and definitiopally with the
aggregate income seriss, Thess were the first
income distribution estimates tha! accounted
for ell incomes. Other information on the sive
diziribuviion of income was, aond remains,
seriously defictent in this respect. Unfortun-
ately, our estimates disd of budgetary insni-
ficiency in 1963, When resources permit, we
shall reintroduce them in greatly Improved
form.

The reputation of OBE in the forties and
fifties does not rest solely on the NIP ace
comrs, however, We pionesrad in the de-
velopment of two other major measoresiof
business activity: monthly retail sales and
monthly eales, inventorles, and orders of
mannfacturers, which have since boen taken
over by the Burean of the Cenuma.

We also made two majer contributicas to
economic forecasting. We designed the Plant
and Equipment Suervey, which is probably
the single most important forscasting tool of
the survey type. It has been augmented over
the years, and its current version, in which
the basic information on investment plans is
supplemented by information on starts of
pew projects and carryover and on the ade.
quacy of industrial capacity, is much superior
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te the original. Anather major picneering
ventare into the expectations field is our
Survey of Manufacturers’ Sales snd Inventory
Expectations,

The Sixiies

We made major additiona te OBE” work
in the sixties. In spite of the underdying con-
tinuities, these additions set apart this period
a3 another distinet chapter in pur annals.

We explored in depth the induatriz] di-
mensions of the American economy by es-
tablishing the first measures of GNP originat-
fng in the various industries and imiliating
an ioput-output program. In the light of the
experience of the Boureau of Labor Stakietics
with input-output work, we were somewhat
apprehengive about the reception that our
work would receive from business, bat we
were pleasantly surprised. We found thak in-
gut-output had a layge, receptive, and growing
andience, perticularly among bosiness econ-
omiszts,

The second large-scale extemsion of om
work was regiomal. In response to the esca-
Iating ioterest in regional ecomomic prob-
Iems, we supplemented the annual series on
State income, which dates back to the thirties,
by quarterly series, We also developed a set
of annual income estimates by industrial
origin and type of ipoome, the build-
ing blocks of which are the standard metro-
pulitan aress of the U.5S. and the jndividual
countiea outside these arcas. A wide veriety
of regional combinations of this fnformation
can be pat together, depending oo the data
requirements for & particular analysis. We
have used these sstimates 1o mnke projections
of regional economic growth in the U5,
Another element of our regional information
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system ig an annual sample of Social Security-
covered employment, which is veefnt in the
analysls of the economic causes and comses
quences of migration. Muech of our regional
wark is ‘initiated in response to requests by
_USETS.

Great strides have been taken in our bal-
pnee of payments progrem, which originated
in the dim period of OBE's pre-history. We
now have available quartstly data on the
U.5. balance of payments in rich detail, sup-
plementad by inmformestion on cur ioterpa-
tional imvestment position, on plant and equip-
ment expenditures abroad, and an the apurces
acd nses of funds of the foreign affliaies of
U.5. eorporatione, In ecoperation with other
Federal agenciea, we make regolar forecasts
of the balance of payments.

We have begun to explore national
weakth, a field in which, after a HAurry of
Government achivity in the tweniies, only
private economists and stefisticians hava [a.
bored. To date, our contribution hes besn
lime seriez on the etocke of fixed business
capital. We intend to supplement them with
series oo coneaper durabdes, residencas, hosi.
ness inventories, and Faderal, State, and
local capital asszts. When they are ready, we
shall have comprehensive and detailed an-
nual information on tangible neticnal wealth
going back to 1920,

Another mpjor live of work andertaken
in the last few years ls the development of
econometric modals of the 115, In 1966 we
were first bo intyoduea short-term aconotnatric
madels into the farscasting work of the Fed-
eral Government, and in 1969 the Sursey
published a longterm economstric modsl of
the U.S. economy eonstructsd by Laster C.
Thurow of the Massachusstts {nstitute of
Technology. We have maintained and de.
veloped both models.

The Survey iz the mediui through which
moat of aur work is made known te the poh-
lie. Through it we also diacharge our func-
tion, whick dates back t¢ our beglunings, of
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providing regwlar apalysss of the buminess
sitnation and of developments that signifi-
cantly affect the functioning of He Americen
sconomy. The Swrvey shows that we have
made suhstanbial progress in the ptriormanca
of this function.

OBE is a mmall organization: its semual
budget is about 36 million and its total stalf
about 500, But we have tried harder, and
have achieved a great deal with these re-
acurces. There have, of course, been defects
in vur past performance, and much remaing
ty be done, 25 is apparent from the contribo-
tions te this volyme. The comtoentators do
not confine themselves to bicthday caogratu-
lstlons but, in response to my invitation, offer
criticismns and recommemdations for future
work. T know, of course, that the tone of these
coptributions s gemerally more favorable
to OBE than it would have bean were it nat
for the festive nature of the occasion. But even
though most contributors seem to he equipped
with rvetractable claws and to hawe made
generous use of thut device, their criticisms,
¥} am happy to observe, come through cleacly,

CUIDE TG SUBSEQUENT DISCUSSION

The rest of my comments are concerned
with the furure. Bafore I present them, I
wani ¢ characterize their natore and to pro-
vide an outline of the subsequent argument,

Cost-Beneflt Analysis

Ii would have been possible to present
these comments in the formal garh of cost-
benefit apalysis or its kissing cousin, PPBS
{program, planning, and budgeting system).
Te do se, 1 would have had to start by offering
a st of alternative major economic problems
the Nation might face over the next ffty
years and of sllernative kinds of institutions
acd policies 3t might establish to deal with
these problerms. 1 would then have had to
corsider allernabive tools of econemic analy-
sis that might be used to help Formulats and
sxecute these policies. Next, I would have bad
tv lay out alternative ways of providing these
tvols, including alternative organizations and
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technologiss for the Federal statistical and
econotuic information system, This is coly a
crnde and simplified outline of a procedure
from which 1 refrain in these pages.

1 have mesumed here, instead, that the
sconomic goals and problems of the Nation—
growth, stzhility, and a just distribution of
income—will not change radically, and that
we shall approach them with the aid of the
saime kinds of sconomic policies wa use now,
1 bave also yuled ovt the possibility of 2
drastic change in the taols of economio analy-
sis and even in the nature of the Federal sta-
Listical snd economic information system.

Mext, I decided that I cannot set prioris
ties for the major programs of OBE, They
seem to be about equally important. Fimt,
they serve diferent needs that I see no way
of racking. 1 Aind 3t imposeible, for instance,
te give priority te economic intelligence
needed to deal with balance of paytoents
problems over economic intelligence needed
to foster Jocal area development. Equally im-
portant—and somewhat paradexical-—is the
fact that all ¢lements of OBE's program con-
tribate to the samee goal: an iotegrated ays-
tem of cconomic intelligence. Meny of the
major ecopninic problems that confront the
Nation requirs the application of ths entire
aystem hecause economic prablems are per-
vasive, It iz necessary to consider industry,
regional, apd international dimensiona of
most sconomic problems as well as of alter-
native salutions proposed for them. To keep
all these dimensions in mind, it is Decessary
to have the unified Iramework of analysis
that is pravided by the national sccounts.
Finally, the majox gaps in facts and onalyses
ars of about equal magnitnde in each of
OBE’s major programs.

Taken together, these considerations in-
dicate strengly that the proper future direc-
tion of OBE is one of halanted expansion of
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our work in the major branches of the na-
tional acconnts {income and prodect and
wealth, balance of payments, inpot-sutpat,
and subnational}, in analysis, and in data
collection,

I have come to thess unexcidog oon-
clusions not anly becamse I think that they
are ressopable, bt glsn becaose I wish to
steer clear of two other options. Hed 1 opened
my mind oo wide, I would still be wander-
ing in a maze of alternatives. The other option
wanld have been to take on the role of a aci-
shce fiction writer, but my leanings are not
in that direction. I camnot wrlte a story
sbout what the ghost of OBE would do after
a centralized data collection apparatos, ex-
clusively oriemted to the generation of an
averall sociceconomic sccounting system, had
been establizhed in a centralized economry
in which declsions are fornolated and exe-
cuted in a secret computer center. I can only
smppose that OBE's ghost would haunt such
8 world, and I would encourege it to do so,
but my imagination takea ma no further.

Nature of Comments

Having strock the nots of balanced pro-
gram emphasiz, [ hasten to add that what
follows is not a balanced survey of all the
programs of OHE, though most of them will
receive some atteption. I do not know enough
to prepare such a paper. Differsnces in ths
degress of smphasis applisd below to varions
topics are abso the result of my attempt to
discuss whenever possibls the specifie recon-
mendations of individual contribwtars. Theze
recommendations are summarized in a series
of eymoptic tablea that accompany the dis-
mssion. As thess tables show, some aspecis
of aur work received much more altention
than others.

Mot every recommendation could be
summarized sabisfactorily in the tahles, I
encountered particalar obstacles in connee-
tion with calls for the measuvement of wel-
fare. It war diffienlt te decide what, spe-
cifically, some of these recommendaticns
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recomnended. For example, it was not always
cleay whether we were asked to banish GNP
from the realm, or to work towards a peace-
abla kingdorn in which the lion lies dowa
with the lamb. I hope that my tables have not
dene toc much violeace to the intemtions of
the contributors.

My comurents ars an sxercise in review
and assessment, 3 mixtore of reflection= on
the futore of OBE"s work and on the future
of the kind of work OBE does {which is not
quite the same thing), slobg with some addi-
Hooal notes on OBE’s past. Thronghout, I
have had a secondary purpose in mind as
well: that of giving owr public somewhat more
insight into the workings of OBE than it may
heretofore have had. This is, thersfore, one
non-salzsman’s foctnote to HOLTON': amus-
ing reflections op “selling™ OBE.

The semple frem which I invited con-
tribotions wos small Howewer, 1 tried to
make it representative of the users of OBE's
intelligonce, with the ome exception thar
econcmists pow employed in the Exccutive
Branch of the Federal Government were ex-
cluded. The two dozem or so fovitees who did
not contribute make the sample valoerable
to response bias, although me particular biss
is suggested by an analysis of the complate
liast. Contributors were oot admonished to
weigh all aspects of OBE's work oo an ob-
jective scale and tp presept a set of recam-
mendationa based on a careful ordering of
pricrities, Rather, they were encowraged
to comment on whatever aspect of OBE's
work happened to be clossst to their hearts.
Fivally, the pature of the exercise was con-
ducive to recommendations for work OBE
should undertake; it was stacked heavily
egaiost the registvation of den'ls. Io view
of this, the don’ts that were registered
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should perhzpa be given exira weights, (I
am thinking particnlarly of OKUN's contrib-
ution.} But it is even safer to refrain alto-
gether from quantitative comparisons of the
number of entries which favor particelar
praject.

Schedoling needs made it impossibls o
give the awthors an opportenity tc reply in
this volume 1 my comments op thejr cen-
tributions. It would not be fair lo ressrve
the last word foxr myself; accordingly, I ex-
tend a bona fide invitation to them to réspond
in a fatare regular iasue of the Survey,

Sequence of Argument

The core of OBE's work is the construc-
tion of the natienal accounts From raw data,
supplied largely by other agencies. This con-
structivn job reguires both concepts and es-
timating methods of considerable comyplexity.
In addition, OBE engages in some data col-
lection of its own and in the apalysis of the
econemy. It uses in this soalysis the duta
it gathers, the estimates it prepares, and all
other pertinent information—such as nfor-
mation on the labor force, employment,
and unemployment—that is collected and
processed ontside OBE,

It is convenient to take np analysia Grst,
data collection next, and to conclude with
the natiooel aceaunts. But, 22 will be abrious,
some [iberties have been taken with this
sequence.

1 shall first address myself to sundry rec-
ommendations that did not fit this scheme, An
examinetion of the role of analysis io OBE’s
work follows. The discussion of data collee
tion s limited to OBEs domestic surveys;
foreign surveys are dealt with later in connec-
ticn with our balance of payments wark. The
section on the national accounts in preceded
by another on subjects that arise mainly be-
canse they invelve methodology (ptatistical
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data soarces and sstimating methods). Re
Hections on the overall design of natonal
economic accounts ars followed by some sug-
pestions for a more pragmatic eppreach ta
the work of the national economic accountsot,
entitled “Alterations end Minor Additions.™
Four major OBE programs—size distribution
of income, subnatfonal work, input-omtput,
and balance of payments—are taken up pext.
Then attention is tarned to two besic break-
downs of oulpul, consomption and invest-
ment. Problems refating to inveatment are
taken up first, under the heading “Saring,
Invesmoent, and Balance Sheets.” “Conzump-
tion™ i mainly concerned with problems of
imputation, the measurement of income and
product in kind. “Eovironment™ treats
problems enrrently receiving much attention
which, in the context of natiemal omiput
measurement, can be regarded as an exten-
sion of the more conventional impuotatton
problem. Tmder “End of Ouolpmt Measure-
ment” the possibilities and diffienlties of ine
itroducing further changes in the definition
and mepsurement of oulput are ontfmed. This
plan of discussion is summarized below.

Sondry Recommendarions
Analysig

Domestic Survers
Mathedological lssues

Design of National Accounts
Alterations and Minor Additions
Four Major OBE Programs
Saviog, Investment, and Balance Sheets
Consumption

Eovironment

End of Outpot Measnrament

SUNDRY RECOMMENDATIONS

Thess recommendations foll into two
groups, of which viw iz concemed mainky
with organization and the other with work
Progranss.

ﬂrglni:mtlnnal Matters

Few of our contributors deal with argani-
zatianal problems. PARADISO recomemends
thet OBE take over =2ll work relating to the
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mepenrement of preduction. The division of
labor in the measorement of production and
prodectivity samong the Bureau of Labor
Statistics, the Federal Ressyve PBoard, and
OBE is complex, The FRB is in charge of the
index of indastrial production, which often
gives signals that are somewhat different from
thess given by the corresponding component
of GNP, The division of labor between OBE
and BLS is in productivity measurement and
can bs explained succinctly sz a Siamess
twin arrsogement in which OBE is the ne-
merator and BLS the depcminmtor. These
kinda of arrangements are ohviounaly sub-
jeot to periodic strain, but on the whole
they have worked astinfactorily hecause
staft relations have generally been good both
at top and at working levels, Some of the come
plex methadological problews that have arisen

tion of work alone wonld do much to resolve
then.

Other areas in which there are close
interagency conmections zre the flow of funds
work of the FRE, menkioned later in the gee
Hon “Saviog, Invesiment, and Balapce
Sheets,” sod, to & much smaller extent, the
price work of BLS. Wih sespect to the
bulk of that werk we are simply meers of pri-
mary statistical source data, no different from
the position which we cccupy in relation to
the other date-collecting agencies on which
we rely,

Other organizational recommendations
are made by R J. GORDON, including a
brief comment calling for the eseablishrent
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are meptioned helow. § doubt that centraliza-

of a Central Statistical Boerd and of a re-
search section within OBE. These recommen-

. dations would have deserved more detailed

discussion on hi= part.
Both R. J. GORDON and HOADLEY, in

very different ways, wtge us to improve sur

outside coptacta.

Work Programs

PARADISO recommends that we resume
aur work on the business population, a pro-
gram we discontinued because it was marginal
19 sur mafn activities and because o parform
it competently would require vastly larger
resources than are at our dispssal. TEPER
calls for more information on small business,
abether arex jn which ryesonrces greatly in
excesn of those available to us are necessary,
mainly for data collection. The reader is also
referred to KLEIN's proposal for a data
bank, .

DENISONs and JORGENSONs call for
estimates of total factor inputs is in a different
clase. These are closs to the heart of our
work, they involve estimation rather than
data nollection, and the resonvees reguired to
tondnet tha program are moderats. Denison’s
discusgion of soma basic imues of prodne-
tivity analysis in the Sarsey * has done much
to resplve the concapiusl problems which
skood in the way of valid smpirical work in
this fiskd, It is to be hoped that the reply by
Jorgsnson-Gritiches which is in preparation
will have a further sffect of the same kind.
In my opindon, the issaes that are in greatest
need of Farther clarification relats 1o the
recorunendations JORGENSON makss for
work on rakew of retarn.

* “Some Major [ssuer in Froductivity Analysls: An
Examination of Estimates by  Jorgemson omd
Griliches,” Survey of Currgnt Businesr, pt. 2 Mar
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K. A. Gordon, Hoadley

More snbbysis oo cmeee e e e

Balance of paymeznis Salamt
Betltr acticles w1 Sarcsy _ Salant
Treterminants of cxports Eailant
Fall smployment goods and secvices balamed . ooeeeree Balant
fopur-onkput e= K. A Gordoo, Klein, Mennis
Suboatiomal __. Posla
Bola of consamer Farndinst
Income glasticity ¢of consnmplion — Paradiio
Role and daterminants of investment E. A. Gorden, Paradise
Peroona) saving OLoary
Corpomate profita O Laary
Expectations O Laary
Intagretion af MIF accommts mnd econcmic indicators —.-. Eclksein
Potentinl cutpnt Knowles
Use of fmancial varfiables in forecading —--eccemcmeemee —  Knowles
Revdewa of outside research R. A Gordon
QEE econometric model ___ Klein
Integeation of medels and inpat-oobpol oo Klein
Reportx on functionlng of models K. A. Gardon, Grovs, Parker and May
. Disonesion of segmomois of models Paradis

Peblication of forseasts of OBE modsls

Lewir, Mennis, Parker and May, Paradiss (Mol

More outicoke materfal in Sorrey

Cromswald, Headlay

It 5 interesting that so few of our
contributors deal with the ioterpretation of
final cutput as the sum of costs and profita,
and with the related jssus of factor coat versus
market price valuation. (Most of the ditcas.
sion which s extepsive is in terms of the
product flow aide of the production account,
and this Is dealt with at lsngth, beginning with
the section “Saving, Investment, and Balance

hml‘.a."} I should have welcomed a discus-
sion of the iacter cost valuation, which in
recent years has recelved increasing promin-
ence becaune of its velevance to the stody of
economic growth, and alse of more detailed
prablems under the ssime heading, such as=
the distinction between direct taxes and in-
direct business taxes, and the partitioning
of mived incomes {entreprensuriazl and per-
haps rental incomes) inte labor and “prop-
exty’ colnpoocnts.?

S0th ANNIVERSARY ISSUE

ANALYSIS

As can be seen from the table, wa are
called wpon to engage in mors analysiz onh
many fronts. I am entirely sympathetic to
sach a call, although I shall want to makw
snre that oar litnited forces are not scattered.
The progress we hiave made in recent years
in realistic, policy-orientsd analysis is proof
of our bona fide commitment.

Function of Analrsis a1 OBE

The cross-fertilization hetween analysis
and estimation bas raised the quality of our

T have discussed the fackor cost soncept fn “The
Conceproal Bashy of the Accounts,” In A Critigns of
the United Stapsr Income and Produet Acccunts, o,
Joseph A. Pechunan, Studles io Incomec and Wealh
22 (Prneetom, N.I.: Prineston University Prass,
1958), pp 15-145.
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contribution to both endeavor. For instanes,
our ecohometric models beanafit from the fact
that they are fed a dais diet which is pre-
pared by extracrdimarily competent cooks
with an unrivaled amount of loving cave.
Analogonsly, the strocture of our national
acconnis is highly fanctional becunse analyti-
cal work has helpad us to develop a weer.
oriented attimde and saved us from the de-
tachmeat from the world of sconomis prob-
lemsolving suffarsd by many less fortunately
placed producers of statistics. More subjec-
tively, anslytical wotk has enriched our ata-
tistical lives. This is not really surprising be-
couse reclistic economic analysis is the ful-
filling purpose of prodacing economic ste-
tiskics.

Policy Analyeis and Advice

From time to time it has been ifeared
that participaticn in policy-orizntad analysia

involves great risk for OBE because it is

lkely xo cast doubt on our objectivity. I am
not alarmed. We have o reasonohly clesr
principle to guide us: we are sager and will-
ing o ry to diagnese actnal or emerging
econemic probleras and to test the effects of
olbernative therapies. But this is where we
stop. We de pot recommend the therapy to
be adopted. This choice we leave 1o the
policymakers,

If this principle is subjected to more
starching examination, it is not as clerr-cut
aa jit geemna a1 first sight.* Abso, like sll genaral
principles, it peeds to he interpreted when
applied 1 apecific casas, But pragmatically it
kas sarved us well and has hesn inatitutional:
ized at Comuwerce in the division of labor
batween OBE and the Office of Assistant
Secretary for Economic Affatra,

Content of Analysis

The cote of DBE's work js the construe-
tion of the national accounts. So mych ioker-
esting analytical work related to the accounts
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remains to be dope, snd our resources for
doing it are xo limited, that it would serve
no useful purpose ko forrsulate a program of
eoonotnic snalyain with e structure of its
own. Wa can choose from the ample display
of recommendations in the tabls ahove or add
to it, espacially as circumatances change. “To
out customers aecording to their nesds, from
ms according to our ahilitles,” Lo misquote
a famous maxie, will be 2 sufficient guide.
This has bheen cur guide all along, and I
canpot discern a prandar design for the
fubure. -
I shall, kowever, add two remarks abont
the natore of analysis as I see it. First, hy
“apalysis™ 1 mean primarily analysis di-
rected 2t a bettar undevstanding of the
sconomy—of the forces that determine rthe
production, distribution, and use of owiput.
Thare ir anothar type of analysis, valued and
sncouraged at OBE, but it do#s not have the
same invigorzting properfies that I have
claimed for anelysis. It is more aptly called
toethodological research, forusing as it does
on the ehniques of constrocting estimates.
An investigation of whether one sstimating
technigoe will yield amora relisble values for
subnational input-cutput coefficients than an-
other exemplifiez the latter type of analysis.
Sacond, I favor simpie recipes. To my
mind, ressareh orfented toward the onder
gtanding of the scomomy consists of the at-
temnpt to discover clear and stable patterns
among ecoromic flows or stocks, Az often as
not these patterns can be discovered by erew-
tive table reading as easily as—or more
sasily than—by resorting to the pyrotech-
niquas of advatwved gquantitative ressarch, An
example is an article by Edward F. Denison
on the distribution of incoms, which wes
published almost twenty years ago in the
Survey.® To the best of my knowledge, this
*5ee Gopnar Myndal, OQbfeceiizy fn Socicd Ree
siareh (New York: Pantheon, 19691,

F¥Dhatribubion of Netionad Incems™ Saorvey of
Lurrent Busingss, June 1552, pp. 156-258.
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was the hest study of the distribution of in-
come by income shares at the time of pub-
lication, and I am not sware that it his since
been superseded. Tet it was based on simple
techniques: the decomposition of imcome by
legal form of organization, sn appraach that
uncoversd strong regularitiss that had besn
raasked by excessive aggregation.

Poblicstion of Econometric Forsensts

I am parteplarly interestsd In the penul-
timate recorumendation listed im the table, to
the effect that we publish our econometric
forecants. Thoss voting “aye’™ are LEWIS,
MERNIS, and PARKER AND MAY, and I
suspect they would have the support abse of
GREENWALD and HOADLEY, althongh }
cannot vouch for them. PARADISO ia the
pne voring “nay.” I am afraid the “nay™ has
it, although the poblication of anr forepasts
is & developraent devontly to be prayed for

The presemt aituation iz unsatisfactary.
By and large, the Conneil of Economic Ad.
visers #s the arbiter of what quantitative Fed-
eral Government forecasts can be publighed,
and when. Not only is the public barred from
infermation {and misinformation} which it
would like ko have, but equally or parbaps
more important, the pressot smbargo does
pot work. There exists a bootlepging opara-
tion in Federszl forscasts, whose effects are
discriminatory and unfeir. T am not naive
snough to think that there ia mn smay solu.i

tion to this problem. in fact, I have in the past
cailad the nnfettered publication of Federal
forscasts tha clozest simolation of atomic
proliferation that is within the capahilities
of the comparstively innocnons breed of
economista and statisticians. Nevertheless, I
believe that we should make a detexrmined
effort to improve upon the present state of
affnirs. I am afraid, however, that the sofu-
tion lies in raicing standards of fairness and
intelligence to levels that, T muat regretinlly
admit, seen quite gtopisn in the year 1971
I look forward to the day when a treaty for
the peaceful nses of Government econometric
forecastz is ratified.

DOMESTIC SURYEYS

As noted earliex, OBE is not mainly a
data-collecting agency. Only about 15 percent
of its botal budget is devotsd to this purposs.
A large past of the data collection program
is in conmectivn with balaoce of payments
work, and it will be .referrad o in that son-
nection. Here OBE’s domestic surveys of ac-
tual and planned investment—the Plant and
Equipment Survey and the Survey of Manu-
facturers’ Sales and Inventory Expectations—
will be dizenmed.

Role of Surveys in DBE's Weork

OEE feals the nesd to do some sirvey

work. Ongoing survey work permits m= o
conduct at short notice and with great dis-

Dronmastle Survers

Flant and Eguipment Sarvey
Grmatar indostey detail —

Gireenypan, Greemwnld

Groepspan, Greeaweld, Grors

Scparatign of plant broxs equipment
Separmiion of awtos ——

Creenspan

Expansion v5. roplaccment invesiment

Gainsboogh, B, A, Gerdos

Mengsprament of capoeity and ik wHliation

Gainebrugh

Subnational detail ——

- Crecnwald

Mara sperial analytcal surveys

R. A, Gordon, Paradiss

More frequent studies of diferances betwesp plomz aod resdzations ..-.—
Manufasturery' Sales aod Inventory Expectatins Suresy

Expansion of work

R A. Gapdon, Paradiso

-  Greenwild

Evalostion of performance

Grown

Mora expeataticza sarvers

—-  Taper

Copatruction  activity

Lahnrzaie

Milltary expendinres

Lebergott
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patch investigations that are of topical in-
terest. The survey of the impact of the 1966
credit crunch on plant and squipment and
foventory investment is an sxample.? Theae
surveys alae permit OBE to porane its intersat
in the determinants of business investment
bhehavier and to make innovitive contribu.
tions to this kind of survey work. Conduct of
thess surveys alan gives OBE easy access
to the data it needs to analyze, and maintains
and develops its skills in the mterpretation of
survey results. In theory it would be pomible
to draw up organizational schemnes provid-
ing for ratention of most of these advantages
if surveys were conducted by other agencies
for OBE; in practice, I doubt that they could
be retained.

Specific Recommendationa

I have no specific comments on the rec-
ommendationa of onr coniributors ss ST
marized iIn the table. I agree with most
of them; several of them are being im-
plemented—for imstance, the separation of
plant from equipment jovestment. It is re-
grettable, however, that we are net making
adequate progress toward putting on a mors
solid foundation the allocation of automobiles
between consumption and investment, & e
quirement to which GREENSFAN and PAHA-
DISO point. I should even like to mova in
directions (such as expansion va. replacement
investment and the measurement of capacity
and its wdlization) where the concepial nets
for catching the empirical butterflies are ex-
ceedingly flimsy. I am also grealy interested
jn the suggeation of LEBERGOTT and
TEPER that the scope of the expectations
sueveys he expanded. 1 would heve put a
survey of State and local govercment expen-
diture plans first on the [ist, but this is a
matter of datail.

METRODOLOGICAL ISSITES

Although I want to aphold and atrengiben
OBE's mnelytical azm, I see clearly that the
main focus of our work should be the care
of the US. national accounts, Qur funda-
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mental responeibility to the public i to tmain-
tain the quantty, quality, and timelinesa of
thess estimates. In the table below the recom-
mendarions of our contributors which relste
to this responsibility are assemnbled.

Primary Data

The first set of recommendations in the
table deals with the nesd for primary dsta.
As mentioned earlier, OBE is not mafnly a
collectoy of primary data,

Primary Drata and Their Processing

Most of thess data are obtained from
other orgenizations, largely but not entirely
publi¢, which collect them st for the purpose
of facilitating the construction of the netiornal
eccounts but as part of general-porpose ata-
tistical programe {Census Boresn) op an by-
products of the administration of cther pro-
gramoe, such iz the Stste unemple in-
surance programe (Office of Maupower Man-
ageinent and Data Systems), the Federal kax
pregram (Internal Bsvenus Service) aod the
formulation and axscution of the Federal
budget (Office of Maoagetwent znd Budget
and Treasury), bo mention only the nost im-
portant soarces. I might obaserve here that
the U.S. i= more richly endowed with pri-
mary data than sny other country in the
world.

*Jeay Ceacketr, krwin Friend, and Feury Shavel,
“The Impact ¢f Moactary Stringeocy on Business
Ihvestment,” Surver of Cerrend Burivegs, Avpst
19T, pp 1026
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Methodologienl Ianes

Batber avoree date

Fersonal comsomption of strvices ...

Carsiyoetion .
Inventozies

Estimating teohniqoes
More mechanization

Monthly GNP

Serles not adjusted for semseral vayistion
Methodslogy +f zessoral adjosbmesnt

Better megrures of reel volume and prices

Deflntar for Gred hosiness investment
Price and quantity data for foreign trade
Produerion and productivity in serviees and/ar trade
Specificadon priving of labor servicss purchased by government —me--.-.

Coerdmation of Plant tnd Equipment Survey and GNP rerisiops . — . .-

Guides v methedodogy

Reconellidtlihis ceeeeememeeemm e em

FPrice mdicez and GNF deflaters ...

Cottsnner poice index and deflacer for penional consampion ... __

Bwtail sales and personal consumption, geeds —

FRB consomér geods ottpat atid paosomal consampiion, goods ——
Flamt and Equipmemt Survey aod fxed buzinsss innesiment meeeee-- —
FRB menufacturing inded aod manofasturing GNP oo e —_

Fersonal seving estimntes

TRS corporats balesce chest and capital stack

Methodologies

NIiF acoounts

Inpur-purpur

Measares of r2lative errox in estimptes
Comments n Surper on primery data problems
Balance of payments havebooks, better vpdating
MIP basshooks, better updating -

Easior access to umpublished informatfon on balance of payments -

Survey of Corrent Business

Clazrer roferencct in “S" puges b Husfners Statisiics supploment oeeeeoo

Batter locaten of “5™ pages

Impreved chamts ---

Anglytionl ratis and abes of chamge

Reorganization of *5" pages

Machinsresdabls Brsimess Stariscics - aop
Dtz on foreign economic performance

Subnztional data In “5'" pages

Metbodologics for series preparsd by other agengies

El:mmtand Suriey datg —aaee- -

Leherpont
Grove
Teper
Teper

Ecloatein

K. A. Gordon, Greena]d,
Goove [{Ho). Mennds,
FPimadiso, Salemr (Re)

Grova

(Frovtm

Grore

Eldridge, Elsin
Burne, Lewis, Tepar
Drenisgp

Grova

Borng, Klein

Parker and May

R. L. Gordon

Pacadiwe

Paradisa

Paradizse

Parker snd May

Elkin, Paradiso, Parkes and
May

Gracmaspen

Poarker and May

Ande, Denison, Folstein,
rove

Certer and Leontiaf

Klzin

Grore

Greenspan

Faradiso

Greenspan, Salant

Through the use of estimating tech-
niques that are quite complex, even thaugh
they do mot in gemersl require advanced
statistical techniques, these raw data axs ¢on-
verted by OBE into the estimates of the
national accounts. In this capacity, OBE can
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be compared to a manufactursr who processss
rew materials into highly intricate types of
equipmasnt, using ingenious industrinl tech-
nology. Alternatively, OBE tan be viewad as
asgembling a jigamw puzsle which depicts
the natienal economy. Scome raw material
may be daficient and there may be failures in
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technology; soine pisces of the puzle may

be missing or may not quite fit. And some

times the puzzle may be too hard for the
plarer. Bat, by and large, we manufschare
the Lest mouse trap and assemble the finest
pictute of the economy.

Furthermors, we can put togsther esti-
mates that are usually a little better than Hheix
component parts. We can do this becavse we
are protected by the gusrdian angel of statlsti.
cians—OFsetting Error—and also becauss the
disciplins of the accounting approach aflowa
us to use circumstantial avidence to ferret ont
and eliminste inconsistencies 7 and to fillk gape
by restdual®

But we ghould not rely axcessively um
guardian angels and economic accoyntants’
pecret weapons, and we should like to add a
loud “aye™ to the recommendations of our
sontribators. We ghould alao like to aay that
while their list conlaine imporkant items, it
is nob representative of the statistical gaps
that need to be filled, Only rscently we sent
our own shopping list, covering about filty
pages, 1o the President’s Commission vn Fed-
eral Statistics,

Md&.mﬁcdmw

Whils [ am strongly in favor of the im.
provement of source data, I do want to draw
attention to what LEBERGOTT calls an “al-
most neurotic concern with second differ.
ences' in the estimates. This concern is most
prevalent among thoss who use GNP ms an
sconomic barometer rather than as a tableau
of the economic process. Such persons are
desply disturbed if, say, a routine revision
of GNP, amounting pschaps to no more than
$1 billion, shifts a cyclical nrning point from
one quarter to anather. Ensuring against this
kind of arror in a trillien-dollar sconoty by
improving the basic source data would be
oot ouly probibitively sxpepsive bat would
alzo be downright impossible unless all pro-
dactive recotrces of the Nation were Hans.
farred te the compilation of GNP. Even so,

wa might be foiled: one single computer whe
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wen participating in this national effort noight,
withaut malice aforcthought, undos it as with
profeastonal pride he tackled the routive of
ypdating seasonal factors®

To forestall extravagant and schi-defeat-
ing developments of thie type, we need to
couple our campaign for data improvement
with an educativnal campaign in the proper
use of GNP. Gross national product should ot
be interpreted primarily ss im economic ba-
rometer but rather as the center of a tablean
that depicts the functioning of the econoty. In
this tablean, the magnitudes are presented
within the framework of a disciplived account-
ing system in which the varices economic
flows are shown in relation 1o each other. The
structure and classification of the system has
been designed to provide a realistic desctip-
tion of the important featnres of the economy
ond hence tends to meet the requirement of
practical economic analysis and of policy
formulation and szecatiop, Mo rival frame-
work for the study of the economic mechan:
ismn exisis,

T “There 33 no single fact 1o justify a convicton,”
saif Mr. Cock; whereon the Saliciior Genersl replied
thet b did pot relr upon apy aingle fnct, by upen
a chain of facts, which taken zll rogether left ne
possible meuny of ewape” {(The Fimes [London],
November 16, FA9E, quoled by Samuel Butler in his
The Aothoress of the Odysser; Buodler metes that
“the prisener wus convieted'') .

® The major «xpopk of residoal estimating was
the calcnibtion, fo the sady piried of sax operation,
of botk peregnal consumpbon aod pecsossl seving
without g alngls data somrca. We knew incotne, de-
preciation, and imdirect busioo taxes ancruing from
productinr. Henoe we knew wolal GNP, W knaw
investiment, domestic apd forsign, &nd povermDkemnt
purckases. Henoe we could obtaln personal conmomp-
tion a5 a residusl. Bet fmeome (persomal disposabls,
which we alse leew) loss comsumpion gave we
l]I:m:lm:ull saving. T am nostalgle for those good bobd

Ly,

"In the following passges [ draw on my poper,
“The Quartarly Natiowz! Income and Produet Ae.
counts of the Unlted Stakes, 194310627 in Sordies
in SkortsTarm Nefione! Aceounts ond Long.Term
Economic Crowsh, vd. Simep Goldberg and Phyllin
Deane, Tocome and Wealth, sor. 11 (Londan: Bovwes
and Hewss, 1965), pp, 100-187.
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The entrics in this system, even though |

they lack precision, are usually solid enongh to
give z correct Indicstion of the direction in
which aggregate econaric achivity is moving
and of whether the change 1a large or small.
Of equzl impartancs, they show the major fac-
tors that are responsible for the chenge, and
thair relative importzoce. They provide the
basis for an order-of-magnitude analysis of
economic evamts?

With this kind of interpretation of the
NIP accounts in mind, uvsers of GNP will
be less likety to view a $1 billion change as
evidence of an apturn or a dewnture: in GNP
and will ses it more accurately as an indica-
ton that GNP has not changed. Instead of re-
acting to the discovery that = butter knife
is too blunt for shaving by byiog to hens
it to a razor edge, they may relax and use
it to butter their bread,

There ias another considerstion that
should emter inte our attitude toward date
gaps. The maegin of error to which the GNP
accounts are snbject is not the only limiks-
tion in their application. The shoe pinches
on other feet as well. Thers are weaknesses
in scopomic theory and in the statistica] tech.
niques of uncorering economis relationships.
No degres of accuracy in the GNP estimates
will save us from the perils of multicolline-
arity, Nor would a perfect GNP dispel the
clouds that blur our vision of excgenons
fackors. A comcon for statisthcal accuracy
motivated by the notion thar statistical ac-
curacy will lend $o perfection in economic
analysis i» unwarranted and potentially dan-
EeTous.

Eetimating Methods

The second group of entries in the table
containg recommendations that pertain to
our proceszsing of the raw data. Nerdiesa to
say, neither our contributors nor 1 can give
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a fuli-dress ceview of OBE™s estimating tech-
niques. This would be not only an endlem
affair; it would also be endlessly boring. Bat
I feel moved to cotnment on some of these
recemmendations sod to add 2 few of my

Wi

Mechanizotlon of Estimating Techniques

ECKSTEIN *would argue for m mener-
ally more mechanistic approach to the pro-
daction of the mational income accoonnts™
“Peter Jones and L” he goes on, “have re-
cently developed a very aimple sconometric
model which cradely simulates tha proce-
dures by which the OBE converts the basio
manthly dsta inte the quarterly preliminary
GNP estimates. This axperience persuades us
that the basic resulls can he obtained with-
out relying on Jarge amounts of human judg-
ment. There may sven be a case for sub-
stantislly somputerizing the construction of
the mational income account wstimates, sub-
ject, of courss, 1o the careful annual revision.”

I want %o note firast that ECKSTEIN®s
contribution is dated February 8, 1971, and
that he did not have an opportunity to re-
visa it in the light of the first quarter 1971
GNP results. But the matter deserves more
serious comment than an in-joke,

By way of background, we have done
considerable exparimentstion with the com-
puterization of the NIP' accounts. Initially,

* This chareclerizstdon is sobjeot to goalifoutiong,
Dhagnosing the policy miskes thar were made at
the begirming of the Visnam War, Anbur M.
Okun seys; “Our imtelligence system for traeldng
enmrent movements did mor perform wall. Thiks wan
the caly period in my experionce during which tha
praliminery estimales of economle activitr goali.
tatively miwepresented the Loc sltumiion. As of
MNoavember 1965, oficlel estimates of GNP chowed
a rse of $36 billion wnd a tesl growih of 8% par
cant for the Atat three guarters of e year—istom-
tially & coblivostion of the Beisk growih of I954.
The eatimates today for the same vme peciod show
a gain of $46 billion and en encimoms 8 peocent
rate of sl prowth” (The Political Economy of
Frosperity [Washington, DAC.: The Broeklogs In-
wtatkm, 19707, p. 68). Oken doer not somalion
the fact thet elmost one-kalf of the crror bad been
cortetbrd in Hme for incorparatloh in the 19%6
Report of e Council of Ecooomic Adrisers.
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we had in mind a grand cradis-to-grave de-
sign in whith the computer would be fad
the raw date inputz and would lay the NIP-
acconnt: egy without the chicken once havw-
ing toucked the ground of human judgment.
Experimentation with this spproach yielded
results as mixed as this metapbor. It is our
tentative conclusion that A-te-Z compuater-
ization is not warranted bscavse the estimat-
ing process is not sufficisntly large-scale and
repetitive. However, wa have benefited preat-
ly irom the compaterization of those steps
of the estimating process which do fit these
criteria.

A major fastor that militatss againet
cotnplete computerization is our Al com-
viction that it is an ssssntial part of OBE"s
fupetion to produce estimates which make
sems¢ and which are not marred unduly by
major iconsistencies and discrepaticiss, such
as would arise i we confined ourselves to a
purely mechanical procsssing of imperfect
raw dats. The first paragraph of the follow-
ing gquotstion, which Is taken from the 1954
National Income supplement, sxpressss this
wview of our fancHow, to which [ continue to
subscribe fally:

The atatistical  discrepancy
measures the net residual of ercor
which remains after the best pos-
sible cetimates of the various com-
ponents of the income and prodnct
flow have been made. If initial aati-
mates of the components Jead to a
sizable statistical discrepancy or to
erratic movements in it, they are
recxamined and an effort s made to
trace the sonrce of the discrepancy
and to eliminats it as far as possible.
This reexamination of the imitial
sstimates consists mainly of a eriti-
cal compariscn: of the methodology
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of the component eatimates for error
and imconsistency. This 2 an essen.
tal step of the eatimating procedure
which carmot be taken by the in-
diwidual estitnators responsible for
the preparation of the componsant
geries, but muost be reserved wuntil
imitial estinates of all the compo-
nents have been prepared. Whils
significant improvements can some.
times ba made in this manner, a
regidoal discrepancy will remain*?

The suggestion has been made
that this residual discrepancy should
be eliminated, sither by tha exer.
cize of further judgmental decislons
of the type ased in reducing it from
its initial size, or by the application
of more formal mathematical pro-
cedures that tend in the direction of
greater  objectivity.  Superdicially,
complete elimination’ of the atatisti-
cal discrepancy would bs desirable,
from the standpoint of conveniance
to the wsera of the data, Basicafly,
however, it would be harmful. A
siatistical discrepancy of subatantial
size or irregular movement reflects
troublesome errors in the estimates.
I this is the situstion, the users
of the datz should be aware of it
go that they can exercise due cans
tion in the application of the esti.
mates in ecommmic anabysis.'t
We are having some second thoughts
concerning the second paragraph, althongh
we have not sbandoned the view that it ex.
pressas, and we may not do so. While we
“For a epecific application of this approsch, zes
(Mboe of Buslnesa Economics, IS5, Income and Oue
pus, Sopplement to the Sersey of Corrent Bosdeess
{Washingion, D.C.; U5, Government Printing Obce,
1954), pp T4-T5.
*Office of Business Ecomomics, Natena! Income,
Supplamient to the Survey of Cwrent Busners

{Washington, D.C.; U5, Govermmest Printing 0Of-
fice, 1954), p. 65.
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firmly believe that the application of experi-
enced judgment generally improves the sta-
tisticai results, the exercise of snch jundg-
ment may arouse suspicion in many usems
of the astimates, and operating under such a
cloud iz an cccupational hazard which the
estimator would be happy to aveid. Accord-
ingly, we have begun reinvestigating a meth-
od, proposed by Stone,? the essence of which
is the cornputation of adjustment factars
based on a mathematical assessment of the
relative relisbility of the component estis
mates. The method was developed under sim-
plifiad assnmpiions and has not besn worked
aut and tested in the light of sll the prob.
lams that are likely to arise when an aftempt
is made to apply it to the complexities of
the resl world. Bot i abtempis to bring it
down to earth are siccessfol, it might com-
bine the advanteges of the pressnt mathod
with the advantages of besing reproducible
by others,

Prelimimery Estimaites

Timsliness versus accuracy is an impor.
tant dilsmma which confronts producers and
users of economic iotelligence. Some of the
nsers of our data have suggested that x par-
tial solution of the dilamma might be feund in
publishing the preliminary GNP estimates,
which 2re hased on partizl source data, only
for quarters that are easy to eatimate, and
to postpone publication of the eslimates for
difficult quarters wumtil the full artay of
quarterly source dats is in. This suggestion
is troacherous emough to require discussion.

For many years OBE prepared the pre-
liminary GNP estimates but gave de jure
responsgibility and publication rights for them
.t the Council of Economic Advisars, In
1964 we took over the publication of the
eatimates and agsamed full responnibility for
them. Orver these ysars it haz becoms ap-
parent that the preliminary estimates are
preponderantly good approximations of tha
estimatea that are published ane month later,
cn the basis of thres months' data for in-
venteries and {oreign trede. There iz general
agreement that the preliminary estimates ore
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ugeful o the public, and thers has been no
mypgestion that they be discontipued. This
situaticn having baen agablithed, we must
produce these estimates on scheduls whather
the economic sitnation is transparent or con-
fused. The making of exceptiona wounld take
us far out on 8 limb. For example, it is very
diffieult ta make estimates of GNF at cyelical
turning points. Imagine the pressures, inter
pretations, and misinterpretations to which
we might be sabject st cyclical downturns
if we could choose whether or mot to pub-
lish prelimicary GNP eatimates.

The proper tradeoff between timeliness
and accuracy ia not easy to determine. We
cannot” wait until the last datutn hes been
heard from, even though data sources that
become available with lags of five years and
tonger may substantially change our esi
mates. {An example of this is the benchmark
revisions of 1965.) OUn the other hand, our
thirst for timely informatisn should not
traneform we inte a pack of ambulance
chasers, ruled exclusively by the First Law
of Economic Dhynamics. We must avoid the
exthomes.

Monthly GNP

It will be wseful bo discuss in this con-
naction & new project we have started, the
estimation of monthly GNP. The project is
favored by R. A. GORDON, MENNIS, and
PARADISO, while GROVE and SALANT ex-
press doubts, They may suspect us of the am-
bulance chasing I have just decried. I should
like to state the statistical cese for monthly
GNP in the following way. For the most part,
the spurce dstz available for this project are -

* Richard Stowe, D, G. Champeroowne, apd J. E.
Masde, “The Precislon of Nationzl Income Eati
;;lﬂ," Review ¢f Economic Sipdizs ¢ (1942) : 111-

" Tha First Law of Econpmic Dynamics has never
heen codified, to the hest of my knowledge. This 1
purprising In view of the fact that it plays sush o
dominant role in the prastics of cur profemion. I
wmtiots the fpllewing formalation: “Tf things tum
op [dewn]), they will sonvirve vp [down] wnless
they tom dosm [apl.”
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of a quality comnparable to that of the data
underlying the quartsrly GNP estimates. Ad-
mittedly, probleras of seasonal adjustiment and
of synchronization, which are discussed below
in mother context, will loora muach lavger in
tha preparation of the monthly estimates.
However, it seeme to me that wa should bs
ahle to overcome thess difficultiea inasmuch as
thay have been overcoms in the calenlation of
the FRR index of mannfacturing production,
even thongh manufacturing is by far the
most volatile component of total omtput. I,
deapite thesz efforts, the monthly estimates
prove tae erretic for ecopomic inierpreta-
tien, #t will always be passible 1o combine
them into overlapping guarterly tolals or
tn ramove axcessive noiss by ather techniques.
In one way ar another, estimates contzining
mformation relating to prodoction that has
ocearred in recent monoths will be available
substantially eaxlier ther at present. Last but
not least, the additional resources invested
in the estimation of GNP will help to im-
prave the methodology for estimating the
full set of quarterly NIF accounts.

Unadjusted Eptinmstes

Unadjusted income aeries, other than
corporate profits, were discontinued in 1958,
essentially because the dala scurces were noi
sufficient for the preparaticn of genuinsly un-
adjusted series.’® For instence, the sonrce
duta for the quarterly wage and salary esti-
mnales do not inchede yearend bonuses, Thess
axe c¢overed in the aoooal data and are
spread among the quarters i the course of
interpolating snd extrapolating the encual
estimates. Again, information on profit mer-
gins is not zvailable for the estimabion of
guarterly nonfarm enivepreneurial income;
in many lines of husiness, such as construe-
tion and krade, in which the noncoxporate
form of organization is prevalent, thess
marging are probably subject to substential
seasonal vartiation. Hers, too, penuiney wm-
adjusted estimates tunnot be preparsd. To
cite gne more exanple, in the sstimation of
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fart income the problsm of seasonally ad-
justed versns unadjusted series is pazticularly
acitte bacause the whole notion of farm pro-
ductieh on 4 less than annual basis ia prob.
ably tenoous, sven conceptuslly, and is
cortainly difficult to implement statistically.

Needless to say, when unadjusted ssrias
cannot be prepared, it is nat powsible,
atrictly speaking, to produce seazonally ad-
justed saries either. In these circumstapeces,
the latter will necesaarily involve the smooth-
ing of erratic elsments. However, the series
we call “seasonally adjnsted” are cartainly
much closer approximations ta what would
be genuine seasonally adjusted series than
our so-called unzdjusted series wers to gen-
uine seriss not xdjosted for sessonnl varis-
tion. Thess considetations were reinforced
by the observation that mser interest in the
onadjusted scries was small,

Abandonment of the ssasonally umad.
jnsted income series in’ 1958 wis accome
panied by a change in the procedurs for
publishing the imadjusted GNP. This series
was also tainted by the data difficultiea to
which the incoine series was subject, but to 2
smaller extent. It was decided 1o conlinune
preparations of the nnadjusted guarterly GNP
series, but only once a year. Unfortunately,
this decision led to & less careful mumsing of
the vnadjusted GNP series than that which
the adjusted quarterly series receive.

Matching sets of ssasonally adjusted snd
unadjusted series should be available as a
metter of clean statistical practice, and we
shall do whet we can to correct our shorts
cotninga. However, as I have noted, we shall
be severely bandicapped by the widespread
sbsence of genuinely unadjusted raw dam,

While dissatisfaction with our perform-
ance in this area is justified, I cannot zccept

*In this emd the next section ]| mee, with a few
chengus, 1he formulatinne used In “The Quariecly
Nationa] Income and Produet Acconnts of the Unibed
States, 10421062
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twe particular forms io which the eriticism
comes. First, it is observed that the implicit
gessgnal factors {the ratios of the scasomally
adjusted 2od unadjusted quarterly GNP
sertes} vary for identical quartera from year
to year, and it ia concluded that this points to
& Haw in the estimates. This is not necessarily
so, If seasonal adjustments are applied to de-
tailed components, a= is done at OBE, the
implicit scasonals for combinations of com-
pooents and for totals may vary if the relative
impartance of the components changes. Sub-
stantial variations in implicit seascmnals can
also be observed in a number of series other
than GNP that are based on similar seasgnal
adjustinent technliques.

Accordingly, variations in Implicit ses-
sopels that stems from a seasomal adjostment
technique which is applied separately to
components ean be regarded as & Aaw in the
seasonal adjustment pracedurs only if it is
believed that sesmonal sdjustments chould
ke applied ®e totals rather than #o com-
pements. Bven though I can see a justification
for the latter approach in certgin cases {e.g.,
disposable personal income, taxes, and sav-
ing; corporate profits, taxes, and retained
eerniogs; prodyction, sales, and inventory
change, in some instances), T believe that
the detalled component-by-component methed
i theorelically auperior in most cases and is
pragmatically =0 in almost every case.

The second line of reasoning that I
canned aecept ta thet seasonally woadjusted
estimates are wrgsntly required in meny kinds
of anaiysiz, I can think of some cases in
which such estimates are required, for in-
stancs, in the anzlysis of financial Aows or
of the construction industry, where seasonaf
varistions in employment are a metter of
sconemic concern. But o broader elaim for
tha fmportance of unadjusted data T fnd
difieult to sustain.

Sith ANNIVERSARY ISSUE

Iy particular, I am not convinced by the
claim that the use of unadjusted sstimates is
preferable in the construction of econometrie
models. I caonot ses what an econometrietan
would gain from having farm data that would
shaw hitn time saries o, O, o, 0, . . . for ex-
penses, and of —s, 5, —«, 5, . . . for profita
simply becauss producticn occurs in ane
period and sales in the next, But even if he
wezre resily intent on listeming to all the neise
of seasonally wnadjosted data he would have
to introduze vayiables inte his model that
wouald permit him to insulate that noise in the
end. | undzrstand that some of the techniques
used to jsclate seasonal influsnces within the
framework of economeiric modsls have been
shown te be mathematicelly equivalent ba
the vxs of seasopally adjusted data derived
by specified seasonal adjustment techniques.™
Thie is arother reason why 1 am skeplicsl of
the proposition that sconometric models
would necessarily benefit from a seasonally
unadjusted diet.

Synchroutastion

Another eitimating problemt, pot ooted
by our contributors, should be mentioned.
It arises io the praparstion of the guarterly
estimates even though in prineiple it affects
the annnal ssries also. It looms even larger
in the preparation of the monthly GNP esti-
mnztes that we have started. This is the
problem of synchroniging the recording of
ecomoinic (ransactions.

All parties involved in a given economic
transschion mast in the national eccounts

¥ Michael C. Lowell, “Seasonn]l Adjnsmnapt of
Eecoomis Time Series and Muoltple Regrosion
Analysds,” Jonrnal of the Americen Statistical As
soctation 58 [1965): 993-1010. For a discossion
of this subject malier, 160 alse Goorge W, Laodd,
“Regresslon: Anelyyis of Sessonal Data' Jouraol
of the Ameriean Seqtisical Arsociciion 59 (1964) :
402-21, and A. B. Lafer and R D Eansom,
“A Forms] Modsl of the Economy for the Office of
Maoagament and Budget.”" mimesgrephed (1971).
[ am gratefu] p Albert Himach of OBE's coonvmetdc
siplf for a condocted tour thromgh this Btsosters
apd for the admivable self-restoaint be displayed
in dealing with & mathematical retazdate.
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report ¥hat transaction at the same time, or,
§f differences in Hming are appropriats, these
differances must ha recorded systemsticslly.
I thess conditions are not met, the aceoants
ara thrown out of gear. Take, for instance,
a =ale by one businsss to another. When the
sale is made, the jtem is removed from the
inventories of the seller, causing an excesa
of debits over credits in the NIP account
unless, as seems most umlikely, it is picked
up at the some time in the inventories of
the buyer. More probably, the error will be
offset by an error in the opposite direction
in a later period. The financiel mirroring
of the transaction is even more likely to
be distorted. The financial assets and Habili-
ties of the four parties invelved—the eeller,
the huyer, the bank of the seller, and the
bank of the buyer—are oot spt to he properly
synchronized until the check which the bayer
has i=sned i returoed o his baok.

Not enough work has been dome to

- disentangle the rather complex thming dis

orepancies that may be involved and to
formulate a8 consistent procedure for dealiog
with them; the primary data sources ond
estimating techniques to implement theoreti-
cal decisions are equally inedeguate, The
timing problem would be present even if
each economic unit maintzined a set of ace
counts based on uniform principles and re-
ported its transsctions for identical spans of
time. Mecdless to say, this is not the case,
and numerows additional inconsistencies of
a croder kind, as it were, are Introduced
for that reascn.

To mention only two sources of poten-
tiaf error: our estimates of private wagea
are hased upon reports that cover one wesk's
cperation each month, and even thoagh every
efiert is made to infer from them wages dor
the quarter s a whole, there iz really no

asmyrence that these hgores will be synchron-
ized precisely with the corporate profits esti-
mates, which are based on quarterly reports.
Again, Government xpenditures are raported
ot a cash basis, and in order to synchronize
them with the bnainess acconnts of sales and
inventories, they are pot on a delivery basis
with the aid of partial information. Obyious.
ly, this also mey give rise to foulty syn-
chronization.

Most of the atatistical reporting systems
upon which the NIP estimates rely have heen
set up jor separate nse rather than aa pazt of
an interrelated system; accordingly, the
synchronization of these systems bas not
been a malter of special concern, nor waa
a systematic zttack upon the problem passible
in these circemstances, With the advent of
the natiepal accounts, especially in & besa
than apnual form, proper Giming became a
matter of wimost importance, and at the zame
time a Iramework for working out a sclution
wea provided. There is, of course, no assur-
ancs that wark in this area will yield prompt

- apd substantial msturns. It §s alss apparent

that the cost of improvements will be heavy.
The only chance of success lies in a selective
approech which tries to uncover and deal
with the most acute preblems.

Kesl ¥Yolume and Prices

I should like to draw atiention io an-
other set of estimating problems that re-
quires more stady, the messurement of real
volome and the associated measurement of
price. Its discussion ic this section is acbi-
trary: it conld have been handled squally
well as “methodalogical research™ under the
heading of “Apalysis.” Because of its great
complexily, the problem would have smply
deserved the added digrity of such a clasei-
fication.

GROVE calls for a reexamination of
the deRators we use for fixed businesa in-
vestmeent, and KLEIN and ELDRIDGE call
for bener quantity and price data for for-
eign trade. In his kid for better construction
statistics, TEPER probably meana to include
construction volume eod prices. BURNS,
LEWIS, and TEFPER call for better msasure-
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ment of production and prodectivity in serv.
jces and/or trade. The ooly standard item
that is omitted from this mena is prices paid
by sovernment for business sutpul; anr con-
tributors may have heen charitable and
omitted it becanse it in quite indigestihie.
DENISON, however, substitmtes a well-pre-
pared item in the government area, the
specification pricing of labor services bought
by government. But even if we add that, the
liwing is Dot complete. For example, any
respectable list would have to have a refer-
ence Lo the prices of goods held in inventory.
From the standpoint of OBE, the list, though
secmingly diveme, has one unifying charac.
teristic: we do not collect the basic price
dats for any item on it.

A great desl could be achieved by en
larging the collection of price data in areas
in which present technigaes, as distingt from
budgets, are adequate. Beyond this, there js
the more dificult problem of securing infor-
mation on transaction prices rather than the
list prices that now in part underlie the
wholesale price index. But this initiative doea
not seem to involvs major concepinal prob-
leses either,

The really diffieul: problems n the mess-
urement of price and volume change arise
when we are confronted with product change
—the emergence of products of changed
quality or of new products and the disap-

psarance of old products. We adbere te the

visw that the real volume of cuiput cen re-
flect product change only as it s reflected
in changes in real costs, and we would make
a corresponding statement for prices.” But |
do not went to shut my mind entirely to the
Pruposition that we can go beyond this and
measure “costless” product change.

There are alsa difficulties in the approxch
te which we subscribe. Most important, ap-
plicstion of the hasic prinsiple implies a
prior judgment as to whether & given prod-
uct is the sambe ag & preexisting product or
is “aew.” Again, it is not clear whether the
principle is to be applied if quality improve-
ment is accomapanied by a decreass in real
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costs {or guality dejerioration by an increase
in real costs). And thers are many other
questions that arise in the apecific applice-
tion of the general principle. Most of these
are encoontered by the BLS in the consirue-
tion of the consumer and wholssale price
indices. A detafled description of how they
resolve thess questions would be very useful
to all wha work in this ficld.

I would also find helpfel a theoretical
aod empirical comparisen of alternative
techniques for measaring volume and price
change in the presence of what I bave catled
product change, T am particularly interested
in a comparison of the wetbed fermulated
by Denison, the multiple regression techpique,
the priciog of standard goods of unchanging
specification, teal or hypothetical, and the

pricing of separut¢ product components or
of processes whose performance results in
the production of the finished good. I suspect
that all these procedures, and perhaps some
others, teally aim at the same results, 1
should likts to sse a thecretical darification
of this point and s discussion of the relative

P Edward F, Denison, “Theoretical Agpeats of
Quality Change, Cﬂpital Copsumption, and Net Cap-
ite] Formation,"” in Problemsz of Cupud Formaosion,
ed. France Modiglianl, Swadies in Income &nd
Weanlth 19 (Princeton, NJ.: Princeton Unlversicy
Fress, 1957), pp. 215-81.

Recognitiva we try to implement this prin-
ciple in ralevant in coanecion with R, J. GORDOMN's
criticism of anr esgymptions abomi the pricex of
electronic compoters, He does net dovument his
statament, bt be may be referting to an srticls
by . ¢ Chow, “Technological Change and the Diee
mand for Computers,” American Evenomiz Remivw
T (1967):1217-80. The mwasurements presented
in thar article do wot sesm % be based ap the
principls o which OBE wod anost caperts sobseribe,
viz, that guality Improvenients cun be gnantifed only
ts+ the extent hat they wre accompenfed by xenl
ot increases. After sxtansbra consoliations with
Teprasantatives of the compyter indvary, OBE came
1z the concluston Lhat the cotveution it adopted was
g oloyer approximation of the underlying concept
it sought 10 implbeswnt
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advantages snd shortcomings of the several
methods when applied to the real world.

Guldes to Methodology

It is evident from the entries in the
table that aur users are dissatisfied bacanse
we bave not furnished enough information
on the staristies sources and methods we
nze in msking our estimates. Qur umery are
right. We have in this respect fallen short
of desirable goals. The only comfort I have
is that the intensity of their dizsatisfaction
may be due 1o the fact that we have fallen
from very high standards.®® The only apology
I have is that it takes a great deal of skill
and sffort to write good methodologiss and
that we have not been sble to marshal the
resources necessary to parallel our esrlier
efforts. Perhaps we zhould lower our sights,

One groap of recommendations calls for
tabdes that re.oncile various series which are
related but which diffar either for definitional
rcasons of because of statistical inconsisten-
cies. Such tables are extremely useful. In
some cases they help to resolve puziles, as,
for instance, our table which shows how the
Federal budget on NIP accounts is related
to the umified budget and our table which
shows how the corporste profits component
of the national income is derived from corpe-
rate profite az defined and tabolated by the
1RS. In other cases reconciltation tables serve
as warniog sigonals that somethiog is going
wiong: they tell us, for instance, that the
manufacturing component of GNP apd the
FRE index of manufacturing production are
heving ope of their frequent domestic dis
agreemients and have decided on a trial scpa-
vation, or that retail sales and personal con-
sumption expenditures for gooda have agreed
to disagree.'?

A large part of the rescurces thet OBE
devotes to the construction of the national
accounts goes to this kind of comparison and
reconciliation?” and we usually make good

- use of warning sigoals®' Our conbributors

are asking us 1o make more of this work
zvailable Lo the public. In this conoection, T
sm inirigued by GROVE's recommendation
that we discuss in our regular reviews of the
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GNP in the Survey the data problems we are
sncountering. We have done something along
these lines—for Jnstince, we have drawn
attention to the widening of the atatistical
discrepancy between the product fow and in-

‘come measurss of the GNP in 1970—Dbut

perheps we could go durther.

The second sst of recommendations e
for complete written methodelogies, ke Neo-
tiona! Incorme, 1954 ed. I have already stated
my case on this subject. Let me add only that
I apprecinte PARKER axp MAY's sensitive
and knowledgeable deseription of how a meth-
vdalogy shonld be written, and that 1 awsure
KLEIN that our methodology will contain a
discussion of the relative margina of error
in the various estimates, along the lines of
cur discossion in National fneome. If he be-
leves it possible to go fmrther in goantifying
margins of error, 1 wish he would bt 1=
know how to do it As we state in that publi-
caton, concepts horiowsd from sampling
theory cannot be applied to national azc-
coutling magnitudes that are the results of
complex eztimating protedures. Nor do we
see sufficient ohjectivity in Kuznets’ ettempt
of many years agoe, which continnes to be
cited as evidence that marging of error can
be quentified

" See (Mfice of Business Econcmics. Netional [n-
come, 1954 ad.

= Sea “U.S Nationa] Tocpmme sod Produet Ac-
counts, PME-60," Suroey of Ourrent Butiness, Joly
1970, p. 13.

* Contrary to the assertioms of K. ). GORDON,
To be specifiv, OBE bay been devoting a major
effort 10 the investigativa of oconsimection cost in-
dives prepared by other organizations, and of thix
GORDON must be aware becmmse he served m
csnsuitant to OBE oo that project.

T Not ahrayi- Weo rafnsed to bond a warming ig-
nol in 1955 and were proved wrong in 1958 (see A
Lriigua of the United Seates Income and Product
Accourts, pp. 521-22, and 5.5, focomee and Ogd
pue, p. 15

™ Simon Kuzmets, Natonad facomg end Ity Comae
position, {9)0-038 (Mew York: Mational Boreay
of Econorie Ressarch, 1941). wol 2, pp. S01-37.
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DESIGN OF NATIONAL ACCOUNTS

It wm convendent to cover all 1 have
te say abont the statistical soorces and eshi-
mating methods vmderlying the national ae.
counle in the preceding section on methods.
legical issnes. The following discussion of
the accounts Jargely abstracts from thasa is.
sues. The discussion of sccounting design will
tuke up the idea of = detailed and compre-
hepmive nationsl sconomiec accounting syatem
whese parta sre related to each other 10 a
diectplioed and systematic manner through
the application of accounting or similar tech.
niques,

We are fortunate to have in this voiume
theee wignificant contributions to this sub-
jacr by DENISON, RUGGLES anp REHs-
GLES, and DUNN. I deliherately mention
them in nopalphabetical order to bring oot
A progressdon from the very shumple to the
very complex. It was not possible to capsuls
ize their idsas in a useful manner in tabalar
forn:. I shall vy to summarize them briefly
before commenting on them, but at the aame
time the resder s urged to turn to the state-
ments themselves, not only becamse I may
not have understood them fully, but abso
because the subjeci matier js difficult, ins
teresting, and important.

DENISON regsrds the accotnting frame-
work sx a pedagogical device that shonld
be kept in ity place, as it wers, like childeen
wha should be seen but not heard. | suspect
that he has developsd this telerant attitude
especially for this fastve occasion, for he
hea often come close to admitting te me
that an accounting framework i something
which he could do without, and knowing him
I do not think that he has changed his mind.
The RUGGLES 2 thesis is that the accounting
framework is important for organising Jate.
They propese a simple systen that parmits
the integration of microdata, which they
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believe are the wave of the futore. DUNN is
hardest to summcarize, He definitely sees the
oeed for a disciplived, invexrelated system.
As far as J can ses, it would place less em-
phasiz on broad aggregatea than would RUG-
GLES; it would encompass a wider variety of
data, sod itr construction would vely heavily
on formidable matvix techniqmes,

DENISON, I beliove, does not give ve-
tional economic accounting its due. My per-
sonel experience leads me to value i moge
highly. In the first place, I think that na-
tionsl acrounting is more than m pedagogi-
cal device for communicaling inaights that
one has gained in other ways. 1 found
the accounting framework heunristically ussful
in investigating complex consistency rela-
tionships {for instance, those involving the
acecamting for financial intermediaries) when
I started to labor in this field many years
8ge, and it has been my potent secret weapon
ever since. An nterrelated structure of sav
ing-investment aceounts and helance sheets
stands me in good stead when I try to trace
changes in domestic financial Aows, although
I must admit that it dota mol earry me
salely across the octan when [ try to follow
the Eurcdollar on its sseapades. Also, there
is an esthetic quality to a wellwrought ae-
counting system whase parts are cleatly re-
lated to each othar. Finally, 1 do belisve that
in & camplex world of statistical information
& disoiplined accounting system is as ssawntial
to the economist s Ariadne’s ball of string
wae to Theseus in tackling the Minotawr in
tha Cretan labyrioth—or 3= a pood filing sya-
ter in my outer office would be to me.

RUGGLES proposes an  accounting
scheme which iz not 100 different from that
now used by OBE. It would have dommsstin
sectors for enterprizes, housshalds, and gov
sramentts: microdata relating ta businesses
and other enterprises, households and wun.
attzehed individvals, and goveromentsl units
could be fitted neatly into the corresponding

# For meayons of sitplicity vnly, I am dropping one

Ruggies, Keaders are cantiomsd to asdgn no pemder
to this aditorin]l caswalry.
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broad gsctor. An scconnting mystem of this
type has a great desl of appeal to me because
it conforme o the notion that the wltimate
units of & national sccounting zystem are
individual traneactors whose transachions are
recorded in a set of accounts—to my rmind,
these are production, appropriation, saving-
investment, and balance shest accounts—and
that it i3 the task of the national accounting
systermn to ronsolidate the transactars and/or
accounts 50 as to provide a mesningful surn-
mary picture of the economic process, ie.,
the production, distribution, and use of outs
puL

To me, the view of tha econciny that is
provided by a national accounting system in
similar tv the view of the earth one gains
from an zirplane. We see the mountaina, hills,
valleys, plains, lakes, and oceans in clear out-
line, slang with the rzils, roads, and water-
ways that connect them. We see, if we lodk
more clozely (but wo do not have to Ivok
ucless we want to} forssts and trees, soow,
and sand. We see grazing cattle, houses, and
factories, and boats, trains, and buses. The
attraction of the work of a pational accouni-
ant js thet it allows one to try to paint a
similar piciure of the economy.

The special interest in the integration
of microdata expressed in the RUGGLES ar-
ticle is compatible with this view, even if
one is pol as convinced as the writers are
that microanalysis is about to carry the day.
In fact, OBE's reconstruction of itz incoms
size distribution series, 1o which I shall refer
later, and our desire—date permitting—to
megregate nonprofit institutions from howss-
holds proper are animatsd by a cotcern that
is quite similar,

Many difficulties stand in the way of
the execution of this scheme, but I believe
that they can be solved, However, I do be-
lieve that the uzefulness of the scheme hinges
on the assumption that its elements can be
viewed as enterprises, houscholds, and gov-
ernmental units. If this assumption were not
permisgible, I would have doubts,

The RUUGGLES paper seem 1o reflect the
belief that units other than those T have speci-
fied mye important and the confidence that
such other imits can bs worked into the
systern: “The reporting wnits fer which mi-
crodata sets are collected may, chviously, be
units other than individuwals, houssholds, en-
terprises, firme, or governmental budgetary
uuits. Interest in the envirenment suggests
that citics and regions may be appropriate
reporting units.” To me this proposition is
not ohvions; I hope that it does not represent
the Achilles heel of an otherwise attractive
scheme,

DUNN’s contribution I find hardest to
evaluate. Inasmuch as I shall express mis-
givings about many of its aspects, let me say
that I enjoyed reading it and profited from
it a great deal. It reflects an pousual degree
of intelligence, asensitivity, coltural back-
groand, and artistic skill. Even though his
ceatrzl idea of the entity problem seemred
clusive, some specific illostretions of it wexe
quite suggestive. ] was particulerly interested
in the comnection that he draws hetween
rapid social change on the ons hand and set
pictures of the econcmy, of the kind just
sketched in connection with the RUGGLES
paper, on the other,

If 1 understand DUNN correctly, rapid
aocial change necessieates changes in the
description of pociety that i provided by
the national accounts and therefore makes
set description obeclete. Perhaps there is an
analogy here with the passing of bona fide
representationzl art that we are witnessing,
It hus been replaced by abstraction, which
seems to have some similarity to the infor-
mation systetn of the future which DUNN
sketches, T regret the passing of representa.
ticnal art amd of its goal, the reproduction
and interpretation of a real world in which
there is commoen icterest and concern. And
I would be equally =orry if the corresponding
function of netional accountants—the draw-
ing of pictures representing an economic
procesa on whose major Jeatures there is
general agreement—wers becoming obaolete.

Just &= I feel somewhat bewildered by
ahstract art, so do I feel hewildered by the
information aystem of the future which DUNN
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sketches. Ite contents are not clear to me,
and perhaps that must be sa becanse in 2
period of rapid social change ans cermot
kiaw what aspects of society will be mast
ralevant. We must have a flexible, poten-
tially alleneompaseing system that will be
able ta secommodate whatever comes along.

Matrix notation plays an extraordinarily
hesvy tole in DIUNN'a vision of the mfor.
mation, aystem of the future, and thin empha-
gis alze purzles me. For many years T have
been thinking, of matricea as a form of pre-
sentation alternstive to T-scconnt presentation
that is sometimes mors and sometimes less
convenjent. I have gradually realized that
there is more to malrix presentation than
that. But to give it a8 large 2 rola as doea
DUNN sirikes me as x subatitution of form
for content-—of the medinm for the message
~which is parhaps due to the fact thar the
cootent eludes us becanse of rapid social
change. T am not ultimately competent to
a3sess the role of matrices, but 1 should like
to see farther discussion of it. Tt is a pily
that it cannot be pursued by DIUNN and
RUGGLES in this volume, The RUGGLES
paper seems much less sanpuine about the
banehit of matzix presentation than is
DTINN.

The Company-Establighment Problem

[ shoald like to draw attention to the
company-eatablishment problem because
believe that it is the single most moportant
problem thet ls faced in the design of the
national economic accounts. DUNN gives it
some prominence but in my opinicn miscasts
it, making it zppear as an intimate of the
entity problem. DENISON refers to it alao
and admits candidly that he has ne sclution
for it. Nor have L.

Eesontinlly, the problem arises because
for most purpesss of economic analysis cer-
tain magnitudes are best reported an a basia
in which the individuwal unit is the astablish.
ment, It in nok easy to say why, but sppar-
ently there is a strong interest in production-

otiented information that prevides as homo-
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genevus classifications of products and tech-
nologiea #s possible. But other associated
magnitudes exist in & form in which the
potural raporting veit is the company. For
instance, for most purposes our industriat

® A3 In apparent {rom the sbove tomments, T hava
oot compieted my study of accomnting design. There
bave been many propoeals, sopee of which Jsrike
ma s the bad iripy of users of Markov chaips, The
following q-.muun-. one writer's description of am
attempt to sorvey “the unimaginable upiverse,” miy
baing into foone wmy mbigivings ahest tha all-inclo-
slveness which characterizes some of the mropesed
aystems:

“1 saw the teeming ata: I saw dayBrenk wed
olghtfall; T saw the pmilthodes of Americay I saw
a silvary cobweb tn ibe center of a black pyramild;
! waw a2 splintered labyrimth (it was London); 1
taw, olose op, unending eyes watching themseires
in me us in 8 mfrror; T aave al? tha mirrers on corth
and none of them reflected min; I saw in & back-
yard of Soler Street tha same tiles that thirty years
before I'd seen in-the entrance of g honse 1p Fray
Benios; I saw bunches of grapes, anow, tobaces,
hdnsuinﬂll sheam; Iuavrmmequﬂoﬂddﬂ-
ectn and zach one of rheir grains of sand; I saw
woman in Inverness whom I shall pever forget; I
saw ket tangled hadr, her 1ail figore, I sawr the can-
cer in her brzast; I saw a ring of Deked mud in
s midewalk, wherr before thers had been 8 bres;
T saw 8 amnmer house in Admgué and & capr of
the firt English translatlon of Fliny—FPhilemos
Holland's=—-and all st 1he same tim= suw =nch J=per
o cach page (as a2 boy, I wsed v oueovel that the
[etters in m cloted baok did aot get serambled and
Ioat owernight) ; I saw a soomet in Querdtzro that
amtmad to vefust the color o 2 rose in Hengal: 1
aay my empty bedroom; 1 saw In 2 clowst 1n Alk-
miar & tervagtriny plobe betwesr tws siirrom that
mukiplied it endlamdy; T anw borsgs with dowiag
maons of o Abora of the Cagping See at dawn; T ew
the delicate bone strocturs of A hand; 1 saw the
marvivors ¢f 2 battle sanding oot pietora postesrds;
I saw in a showcase in Mirzaper o pack of Spanish
gliving cards; I gaw the slnting shadows of fems
op a greenbense floor; Y saw tigers, pistons, bisom,
tidms, and wrniea; T aaw al]l the anty om the planei;
I »wor & Pervian astrolabe; T saw in the deawer of
2 writing abls {and the handweiting mads me
tremhle] oohelievable, obscene, detalled letters,
which Beatrie hed written to Cifdes Argenbine; 1
saw w mopument [ worshiped in the Chacarita ceme-
tery; I saw the rotted dust and boves ther had
once galicieusly been Bearriz Yitecko; I mw the e
colation of my awn dark bload: I saw the compling
of lowe and 1he modification of daath™ {Jorge Luls
Borges, The Alepk and Ocher Storiss, 1933-1969
[Mew York: E. P, Doron, 1970), pp. 26-28}.
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clagsificstion of wagea and malaries shonld
be tabualated om an establischment hasis, b
the profits that arise in the activitea in
which wages and salaries are paid oot are
reported by companies,

This inconsistency is ensconced inm the

tebulation of national meome by industriai
origin, near the very heart of the NIP ac.
counts, but it is not confined to them. I
ramifications are widespread. It raises diffi-
culties for our series of gross product by
industry and our input-vutpoe tables, where
prefits and some other components of valoe
added (such as interest and depreciation),
for which the company is the naturel report-
ing unit, are allocated to estzhlishments by
procedures that are tenuons hath concaptually
and statistically. {This, incidentally, leads
10 inconsistencies that ars not pretty between
the national income tables on the cne hand
and gross praduct by industry and input-
output on the other.) Furthermore, the com-
pany-establishment problem is at the root of
the uncomfortable status of projects to meas-
nre gross product subnationally, And it leads
to an appatently unbridgeahle zap between
breakdowns of the saving-investment and
belapce sheet accoonts and the other more
technologically oriented branches of the ac-
counts,

It = distasteful to live with these incon-

" migtencies, but nu satisfactory solution is vis-

ible. One proposal is to bow to the present
dichotomy in the primary data soyrces and to
raise it to the status of a basic principle
mndezlying the design of the acccnnts, Ae-
gording to one plan, the components of valne
added other than employee compensation
would not be braksn down further on az in-
dustry basis, and information or saving end
investment and on halance sheets would not
be classtfied industrially at all?* Byt this is
not satisfactory. There ia a great deal of in-

terest in & full breskdown of incomes paid .

gut in the various industries. Similarly, thare
is interest in the Industrial patterns of saving
and investmetit and the associated balanee
sheets. For instance, it is intarssting to know
that certain industries financa their capitsl

requirernenta largely from ioternal sources,
whereas others issue bonds and stocks.

At the other extreme is the proposition
{or nightmars, depeading upon whether one
happens to ba a data user or a data pro-
ducer) that all information that is available
on an establishment basis be made available
on 3 company basfa as weil

I da not believe thar we should adopt
citber extreme withont a forther jovestiga-
tion of rhe jzsoes involved. We should find out
whetber the difficaltiea in an establishment
allocation of value added other than em-
ployes compensation are perhaps shared by
jtems other than value added—for instance,
some promotional activities and other activi-
ties that precedes or follow production as
narrowly defined. If this were the case, it
would be worthwhile to atedy the allocation
rules used by business to spread these items
among establiskments. More pgenerally, we
should find ont more about the information
systems that corporate management uses to
gauge the profitubility of establishments. Per-
haps we can leamn somethiog from which we
can benefit in constructing the naticnal ac-
counts, Last bt pot Jeast, lot us examine the
quantitative importance of the problem. In
industry sitnations in which it looras large,
vareful analysi= mizht suggest appropriate
solutions that might be quite expensive.
(ther industries might ke swept under the
rug by simple conventions: de mirimiz non
curge Lot

*This was the prioeiple that onderlay the first
draft of the new System of Nattoral Accopsis. It s
sl traceabla by oxpart economic archoologists
in the final wverslon of the SMA, although it has
boen burled desp belew the ground. See United
Nations, Depariment of Economie 2nd Sociel Afairs,
Srxtintien] OBice, A Syitem of Natfonal Acconnis,
Studies in Mathods, Sexies F, No. 2, Rev. 3 (How
Youke: Unlted Natiots, 1968).

*1 have not discoased the posalbilicy 1hat o
croaped diverslficetion might play bavec with the
usefalness of an industiry clasifickthon of companias,
::TI:INW b one more emample of DUNN'S enifty

.

SURYEY OF CURRENT BUSINESS




Alterations and Minor Additions

Perscunal iax accrials —._ - Ando

Impreved measarm of confumer inieresi Denison

Serviees of dwellings induatry — BPeniaan

Ececnoemls depreciation - —— Denison, Eldridge, Jorgenson
Expense ancount cutlays - _— o

Capital gains Elsner

Swck options Eisner

Inventory change croaw-classified by produet and Imdustey GGretnspan

Quartesly gross product eross-clasdRed by major industry and fnal demand _ - Greesspan
Goramiment purchases of fixed assets by sirmciores and equipment; Jewel of

government: defense and mondefenss; gomarn] povernmemt and goveriment

anlaTpriees Grova
Conatant dellaz Federal defevsc v, sondefene, qoarterly Grove
Govemmenl purchases of goods and aerviees, by object, quarterly: in constanr

dollars, snowally oo Grove
Constant doffar PCE by type, goartedy Grove
Separatipn of wages from eolavies Grova
Employes compenzation for time oot worked o ... - Grova
Starta vs. Jocal outlays Lewia
Grogs corporate product

[ndustey dstail _— Mennis

Unit labor cost and i3 elements Meninls
Mors dewzil on housing . i
More detail on PCE, annually Paradiss
Automobile and ether eonsumer allocuions Paradise
Matlenal expenditures for medledl core, Tesearch and development —ooeeeeoo ~ FParker and Mar
BMorz consiant weight GNP dellators Szlant

ALTERATIONS AND MINOR ADDITIONS

It is sometimes thowght that national
accountants have developed in their minds,
dizplayed on their office walls, or stored in
their desk drawers the hlueprint of a eom-
prehensive and detailed aceounting scheme
that is the prodoct of some inteznal “logic,”
and that the bulk of their aectivities is sed
sheuld be to fill in the empty boxes of this
system, starting systematically from the more
general and procesding, I suppose, to the
more specific.
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The “Logic" of the Natipnel Aceonmis

This i= a wrong-headed apd dan-
gercus sencept of the role of the narional
accountant, as DENISON recognizes. [ sheuld
like %o secornd his remarks. No such blueprint
uctually exists; it is questionable whether it
sould exist even with respect to the broad
components of the system; snd it becomes
ohvious that no such hlusprint can exist as
we descend to detail. Onoe we have eeli-
mated investment in the Stats of North Cars-
lina, we can proceed Lo estimate it v indus-
trial detail. We can then estimate investment
outlays made by redheaded argan grinders
in that State. But clearly this is oot a stop
ping point in the brinmphal iefinite progress
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of the national agcounts. Mor does the legic
of the accouniz provide sensible priaritices
either for the opening of pew territariss or
for their subsequent intensive coltivation. I
the formal logic of the accounts is stressed

at the expense of mare pragmatic considers- -

tions, it will tury inte a will-o™the-wiep that
wil Ture us into a guagmire.

Some Pragmaltic Considerations

In this tehle s prooped a long list of
specific recommendatiops ander the collective
label “Alterations and Minor Additions.” It
is not a cleap, lpgical list, bui most of the
items on it illustral= the teeay demands that
are made on the pational accountant to io-
troduce comparatively small alterations and
additions inta the national accoonts in oxder
to render them more usable. Mest of these
demands are wellfounded and, in my opin-
ion, will shew grealer returns thap many
other more ambitious projects which are
less welt attuned to the needs of realistic eco-
nomic apalysis.

I do not intend to give a complete evalu-
atign of the recorumendabicns, oor de
propose to add to them a Lt of my own.
But [ do want to make selective comments,
partly to illostrate what [ have in wind.
T am sympathetic to AND(s call for a series
on personal tex accryala aE a2 gompanion
te the present tax payments series; T would
add that we should elso supply a series on
corporate fax paymenis, to accompany our
present averual seriss. Thers are many who
would like information on corperate fax pay-
ments, even though owr countributors happen
not to have made miwch a recommendation.
Both supplernentary series could be prepared
without a great expenditure of effort.

DENISON's reguest for the establish-
ment of a zsparate servicss of dwallings in-
tustry is another recommandation that springs
from the nseds of hardbesded econocmie
analysis, The ssparation of wages from =al
aries and of State from loca! budpets, recom-
mended by GROVE and LEWIS, respectively,
is in a similar category. We have preparsd
petimales separately for wages and salaries
jn the manufschuring industries in the paet,
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as well s acparate estimates of State and
lecal expenditures. The resources required
te romke them are nat prehibitive, MENNIS'
recommendations for more industry detail on
corporate gross product and for the parti-
tioning of the unit lakor costs of cerperations
inte productivity and wege rote factors ap-
peal to me slso. Silence about the other
proposals does nat necessarily mean that [
comsider them wnimportant or am adverse
to them.

FOUR MAJOR PROGRAMS

In this section [ shail respond to recom-
mendations relating ta four major OBE pro-
grams, These are smmmazized in the tzble be-
low.

Se Msiribution of Income

OBE’s focome size disiribution series
had 10 be discontinued in 1963 because fnnds
necessary to maintain it in good working
order were lacking. It was not possible to
incorporate new data sources and sstimating
techniques that had hecome available since
the methodology underlying the series was
establizhed in 1958.

Because it wae controlled to income to-
tals taken from OBE's persenal income, the
0BE size dilribution was integrated with the
NIP accounts and hnd the advantage of cov-
ering all income, in conitast to the source
data which omitted substantial stmounts of
coch income and, of course, income in kind,
The OBE series had two major sherteomings.
It was not possible to reconcile it clearly
with the income size distribution earepls sur-
vay conducted by the Censuz Burean ™ —a
major date source—and it was thin in infar-
mational conktenk. The breakdown of the
gotles wae confined to separate distribulions
for Iarm families, poofarin familiss, and wm-
atlached individaals. This information could
nat be linked to the rich socioecoromic de-
tail that was available in the Cenevs sempls
survey.

*US. Bureas of the Genws, Crrrent Popelation

Reparts, Sectes P60 (Washington, DLC.: LS. Gov-
emment Prindng (Whcel.
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Four Major OBE Progranm

Incame size distribations
Reinsutement of OBE estimates
Role of ransfers and gifte
Lifte profiles of family incomes
Size distributions of wealth

Submercnal acronnts
Publication of counly estmates _
Regional MIF accounts .

Intevregional balanes of parments _ .

Inpur-output accounts
Desaription of meethedology .
Grealer indem:tal' detadl ...
Annuald| tables: o et e e ———— —_
Emductlon in publicaclon lag . —
Improved Irealmoent of sesondary produetl oo oo
Full bridge 1able and priee infarmalion
Incoxporation of capltal andfor fabor vequirsmeent . __
Incorporation of bonaccociting inftrmation ____._. e pmmm
Capilal Aow tabls . -
Regional accooots

Balante of parinents acivunts
Presenturion of halance
Focosedl on reserves
MNeureal
Monstary balapoe
Mumh industry amd regional detail on forelgn plant and
equipment aurvey
Mor= bilateral balances
Mare information on Euwredaller mackst
Formign direar invesment and refeted dars
Speedup i publication
Duta system snd analyals of International opezations of LS.
business
More data
Foreign direct invcatment
Sowrces and usew of forign Sirect investipent aflistes .-
Quarterly 115, internations] fuvsstment positon eeeeeaean

Lebergorr, Lewls, Paradive, Salant
Parker and May

Salan:, Samorelvon

Salant

Pouole
Crcenspan, Poole
Salant

Cartar and Levnitisf

Corier and Leontied, Hoadley

E. A. Gordon, Cresdwald, Crove, Meanis
Caorter and Leontief, Groe

Carter and Leontied, Greenspin

Carter aod Eeontief

Cacter and Leontief, Galoshrugh

Cartar and Leomsief

Cresnspan

Carter and Leomtisf

Hooen
Bermstein, Dale, Kindleherger, Salant
Bamstgin

Graenwald

Burms
Roozn

Salant
Bums, Brimmer, Eldridge, Grngnapan
Groenapan

Gresnspan
Greenspan

In undertaking a reconstruction of msth-
odolagy, we have aimed at a clear racencilia-
tion with the Census series. Thie made it
possible to replicale m the distributione ad.
justed to full incoms coverage the socloeco-
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nomic detail contained in that sarjes. Further-
more, we heve attempted to apply the nec.
essary adjustment Eacters separately to mem-
bers of the basic sample rather than to
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[requency distributions of these members.
This procedurs has subsiantial methodologi-
cal advantages and iz wseful ale from the
standpoint of analysis, along the lioes of
RUGGLES" call for micradata encountered
carlier, ’

The budgetary siteatiom which forced
the anzpension of the BE series in 1563 has
not changed. It haa been difficult to cke cut
the funds necessary for the methodclogical
reconstruction, and thiz bas impeded our
progress. Another cause of delay & the fact
that we have been developing a new tech-
vigque in the adjostment of sample size dis-
irthuticns te full income coverage and that
we gre brying to do the job with extreme
vare. Barring unforseen difficolBes, we shall
be able tv complete the basic methodology.
However, the organizationsl and Bnaneial
arrangements te sscurs establishment and
regnlar publication of 1 new lLime series
kave not yet bean worked oul.

Suhnational Accounts

The recommendations for subnational
seconnts move me to a different kind of com-
menk. A great deal of thought oeeds to be
devoted o the questions of what types of
secounts Afe Bppropriate at s subnaticnal
level, what data are available to implement

the recommended accownts, and what would

be the cost of secoring the necessary source
data if they do ool exist. J wounld want te
investigaie sach of these points further be-
fore the estimation of regicnal NIP accounts
recommended te ws by GREENSPAN and
POOLE and of interregional balance of pay-
ments accounta recommended by SALANT
is undertaken.

Input-Ouiput Actounds

The recommendations for input-output
are compreheneive indeed, tharks mainoly teo
the thorough contribotiom of CARTER amo
LEONTIEF. If anything, the mput-ountput
program recommended is soimwwhat too ex-
tensive, in my view. We are perhaps on the
brink here of what was described above as
the syndrome of pursuing the logic of the
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accounts instead of payiog heed to the prac-
tica! needs of economic analyeis. For io-
stance, OBE having produced a2 478-order
table, | am not reclly sure that the recom-
mendation for Ffurther industry detadl de-
serves high prierity.

The ooly significant recommendations
that are missing, in my opinion (in addition
to the tasks comnected with the company-
establishment problem discussed earlier),
are for the dynamizetion of input-votpat
tobles, inclading furtber work on input-out-
put cocficients, Thess are unusnally difficolt
tasks, but, as GREENSPAN recognizes, they
weed to be tackled if iuput-output & to be
rendered useful in short-term econvmic analy-
sis. In such amalysis, the static freatroent of
inventories is the major Llemyish. Farther
work on fopul-output coefficients is closely
related: here investigation is needed of dif-
feremces between marginzl coefficients that
hold in the short rup end the average co-
eficients reflected in the inpul-output tables,

One of the most interesting recommenda-
tions iz the i ration i inpat-autput
tables of what CARTER iup LEONTIEF call
“non-accounting™ date. Input-output can be
uged in the stady of envirenmental chenge,
for instance, to trace the effects of changes
in final demand on pollotion snd in many
other ways that come to mind i one ceazes
to think of input-sotput tubles as velue links
batwesn final markets and industry value
added.

1]

Balanee of Payments Aceomms

There were many recommendations for
our balance of payments work. 1 shall com.
ment on two groupings of them: those that
redate to the definition of the balance of
payments aurplus or deficit and those that -
relate to informeation on 0.5, direct invest-
ment abroad.

Drefinitien of Balaice of Paoymemts Pedich

With differencas only in their degres of
emphaxis, oor contributors point out that
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the payments balance pannot be repressnted
by & wingle figure and that the presentation
of & wide variety of balances is more condu.
cive to the analyshs of our balance of pey-
ments position. Ideally, perhaps no balance
ahould be published at all I find it interest-
ing that those who hold that the US. is a
financial intermediary ko the world, and from
that position argue that the conventionsl defi-
piticns of the balancs of payments  deficht
giva too unfavorable a picture of the US.
balance of payments position, particnlarly
favor a neutral balance of payinenta presentas
tion mstead of propoaing one that tries 1o
quantify their theorstical position.

I alse note that, judging from the smell
sample at our disposal, journalists (SLEVIN
ahstaining) are unanimously in favor of
doing away with any presenkation of the
balance aof deficit, KINDLE.
BERGER =hould apologize to DALE,

I myse am stromgly in favor of nes-
trality. Several [setora seem to conspire to
make the definitton of a payments balance an
imposaible task. The very notion of = dy-
namic halence of payments equilibrinm is
elaslve, and balance of payments adjustment
theory is torn hy internsl dissent. To make
matters worse, aven the view that ex pom
magnitodes can be used as though they were
ex upnte & allowed w infilirate. {In the realm
of the GNF accounts, short shrift would
be given to a ffth column which spread dhe
view that the presence of expmmalonary or
deflationary tendeocies woald be visible in
on imbalance hetween saving and nvestment
in the saving.investtnent account.)

Having wimessed over the years many
attempts to define and redefine 8 payments
halance—attempts whose only visible pro-
gression was circular— have often felt that
oll defipitions of a payments balance should
be abolished, with a fine shout of “a plague

tn all your houses.' However, in mors sober
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times, I am restruined from thia visw by
twa considerations. The first is pragmatie:
the bulk of our users will want definitions
of the halanece of payments surplea or deficit.
The sscond point is more important and s
voiced in  KINDLEBERGER': perceptive
contribution. Any presentation of oux inter-
national transactions, whethsr a final balanes
is mtruck or not, reqoires some paderbying
theory. We have latilude only 2s to kind
and degree.

Seen from this vantage point, the
presentation of allermative balances cen cer-
tainly be justified and is Ykely 1o he helpfal,
I hope that the new presentation of the bal-
ance of payments in the June imsue of the
Survey, which was worked out onder the
sogis of the Office of Management and
Buadger aml represent= a compromise among
the views of the several interested agencies,
has been in the right direction, sng I am not
surprived that the rationsalization of the wari.
ous balances in the peccompanying articke is
not more fercible than it f. § am pleased
that BERNSTEIN, who has zeen the new
format, thinks #t a great improvemem znd
even more that he spells cut the basic oh-
jections against the new halance on currsnt
account and longterm capitsl we have intro.
duced.

.5, Direct Investment Abwoad

GREENSPAN complains about the
“relative paucity of information on ELS.
foreign direct investments,” while ELDRIDGE
says, "In the field of direct investment, the
US. has far ouvtdistanced the rest of the
world with respect to the completeness and
detail of ita data and the veristy of subjects

covered.” GREENSPAN apnd ELDRIDGE
mezn to convey the same mossage. They, ad
maay other of our contributors, mean to
remind us that the pyblicatlon of the results
of the 1966 Survey of U.S. Direct Inveat
ments Abroad has been unduly delsyed and
to admonish us to get on with the job znd
to take steps so that in the futere informa-
tHom on US. foreign direct investeent is
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propecly organized and is meds evailable
to the public on a timely basis. We accopt
tha criticism; we had begnn to implement
the recommendations before they were made.

Our experience with the 1966 sarvey
has been frustrating. For several years we
eould not obtain funde to conduwct it. Our
pending appropriation request, which was too
low from the oubmt becauss it wae based
on out expetience with the 1957 survey, was
syoded by inflation. The questionnaire we
formulated incorporated the requests for in-
formation by many agencies other than OBE
and, partly for that reason, became extramely
detniled. It turned out that the mumber and
complexity of the returns far excesdsd our
expectations, Alse, differences which needed
to be investigated developed betwesn OBE
data on foreign direct investment snd dats
coliscted by the newly estabiished Office of
Forsign Direct Investment, And, at lezst dur.
ing part of onr labars, we were dogged by
expenditure and smployment ceilings.

We hope that the lag jam has been
broksn. The first report on the survey has
been published. Mora important, we hope
to organize a date system incorporating not
only the 1966 survey bot xlo ather direct
investmwent data aod otber information on
the foreign activities of U5, corporations
and of their foreign affilintes. If we sneceed
in this praject, we shall have gone a long
way toward compensating our users for our
past shortcomings.

SAVING, INVESTMENT, BALANCE SHEETS

These recommendations fall oatarelly
into three groups: these relating to saring
ard investment, those relatiog to OBE’s capi-
tai stock study, and those relating to the
preparation of balance sheet acccunts. The
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thres are obviowsly interrelated, but the first
group contains most of the majer recom-
mendations for changes in the definidon of
saving and investment, and I shall concen-
trate on it. In Hsting the recommenadations
erder this heading 1 hava srred on the aids

" of doteil rather them consclidation, oven

though the recommendations sounded simi-
lar, because in many cases I was not sure
what their exact content was.*

Sector Bming-[ﬁmmam Accounts

I greatly favor KLEIN's, LEBERGOTT s,
and LEWIS" recommendstion for intsgra-
tion of the How of funds with tha NIP ae-
counts and the similar recommeandation of
ELDRIDGE, KENDRICK, and RUGGLES for
sector  savihgeinvestment sccounts - to  Ap-
company the NIP acconnts. Much has baen
done voward an integration of this type since
M. A. Copeland ipitisted the Bow of funds
work at the FRB in the mid-fortien In gen-
eril, the trend han been toward the concepts,
dafinitions, snd classifications wmed in the
NIP accounts, but there have been exceptisna.
R should not be too difficult to iron oot the
remaining differsnces, given a clear go-abend
and a relatively madest amount of resourses.

Dieprecintion

1 also favor DENISON's, JORGEN-
SON's, and ELDRIDGE’s recommendation
that measures of economic deprecmtion be
incorporated into the national accormts. I do
80 in spite of the meny unresclved problems
pertaining to sarvice life, patterns of depre.
ciation over given lives, and valuation which
stand in the way of depreciation estimales
that ere completely meaningful from an eco.
romic standpoint. DENISON's specification
of how the new depreciation estimates could
be allacated industrially has removed a road
biock. I do remain concerned, bowever, abaut

®Thres twiecesting sspects of the definktdon of
anving and investment—gnbrapratetrial saving, =
Ygrosygrass” definirion, and the treaipunt of mar
ging zosing in secomdhand tromections—wre st
mentivaed by cor comtribmtors. Those interested can
find an intreducHon to them in my gger “The Con-
ceptun] Basis of the Accounts,”™ pp. 25-35, -84, 92.
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Soving, Inrestoveny, and Balanee Sheen

Baving nad investment
Sector  accounk

Eldridge, Kendrick, Ruggles

Tntegratbon with Asw of fands

Klzin, Lehergote, Laswdis

Current and capita! zecount for gvermmest ——emeeeee. B A Gorden

Eopooimit  deapreciation

Denison, Eidridge, Jorgemson

Reassessmen: of distinctinn between consumption and e

restimant -- Tepat
Treaument of government dorables as inweriowesmt meeeeen.oo., Eldbdge, Goldsmith, Kendrdok, Ruggles
Treaiment of consumer deradhs o intestient oo - Ando, EMvidgs, Geldsmith, R J. Gordon,
Krndrick, Bugyles
Measursiedt of adusationul services pomgtituting otk invest-
ment and consumMplicn Eiwner
Investment in and retom to boman capieal Sammalsen
Measursmeent of intangible investment B, L. Gordon, Eisner, Rendrick, Bugeles
Measurement of additions to natural resooress o ____ - Eiwer
Balancs shests
Privnts Jorgenion
Natians] and sactors] Burns, fzainebrugh, Goldsmith, Kendrick,
Lewis, Paradisc

OBE capiial mock sody
Where-used clamibicatbon

Galasbrugh

Caverage of all privase stocks

Corerage of all atocks

Jorgenson
Gaisabrugk, K. A. Gordon

More mdoshry detail

Gainshroph, Greanspan

the choice of the service lifs assumptions
and of the depreciation formula (straight live
or accelerated}.

Consumer and Government Durables

There is widespread demand for the
treatment of consmmer durables and durables
acquired by government as fwvestment, Tt
is wvegrettabls that, just as in the literatore
s this subject, the pros and cons of this
recormmmendation arw not apelled ot An at-
tempt to do so reveals the casuse of this
smission: it is very hard ta state a logical
and convincing cess. Once we depart from
& definition of investment as business ex.
penditures not charged to current expenss,
we do not seem to heve a firm undeclying
concept whose application will resolve the
major decisions abont cowsrsgs that nead
to be taksn.
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I do not feel strongly about the classi-
fication of consumer and government dura-
bles. On balance, [ favor their clasaification

- aa investment, in spite of some disadvantages

associated with this treatment. Among these
disadvantages are statistical difficulties in
measuring government capital formation and
the sssocisted depreciation and retirements;
complication= that would be introduced into
the presentation of the Federal budget surplua
or deficit on NIP account, which in ils
present fortn 3s a useful sammary messure
of the impact of fiscal policy; snd posaibly
the gevaration of a view that it s mmowe
productive to channel public spending into
durables, hecanse they sre investment, than
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into nondorables and services, which are
consumption.

An important argument in favor of the
traatment of consumer and government dors-
bles as investment is that there sre many
pood ressoma for wankting to have mforma-
tion on the stocks of these gooda, Given this
purpose, their treatment as mvealment pro-
vides the only nest integration of saving
invesmuent znd balance shest sccounte. Also,
racognition of consymer end government
durables as investment would perrnit cleanup
of a dark and meswsy corner of the NIP
aceounts, with which only their mosmt inti
mate custodians are folly familiar—the
treatment of intevsectoral trinsactions in
secondhand assets. (In spite of hiz Holmes.
like qualitiea, K. J. Gordon has not yet pene-
trated all mysteries )}

Full implementation of the proposal e
classify consamer and government durables
as cepital formalisn requires m prineipls
not anly sstimation of depreciation on storks
of such durables (by which consnmpion,
government porchases, and totai GNP wonld
be raised) it also estlmation of » net rake
of retorn oo such investment {which would
further change consumption and government
purchases, GNF, and net national product
and national incoms).

This iz the part of the exercise that
gives me pause. In the case of consnmption,
wa hava no viahle market analogy to esteblish
a pat return, as we hove, for instance, for
onr farm or residential imputation becanse
there is a broad market for farm cutput end
rental housing. For consamer durables, war.
ket analogies wourld be taile wapging daps.
For most government assets the sitnation is
even more hopeless, The soumd purpose of
imputing a rate of rehum to government
capital ix to approximate ity produoctivity in
a2 manner similar to thet in which the aggre-
gate of propesty-lype incomes in the private
sector approximates the productivity of pri.
vately owned capital. Since the estimation
of such a rate of return is obviously impos.
gible, and since the obstacles in the way of
the caleulation of a meaningful retum on
cansamer durables are pverwhelming slso, 1
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would propose that we stop short of this
nonfonctional addition to the atruchure of
the pationnl accoumis, even though their In-
herent Jogic may demand it. Let us be guided
by Georg Wilhelm Frisdrich Hegel, who onee

_said that “only oxen are consistent.”

Intangible Capital Formation

The messurement of intangible capital
gets some snpport. K. J. GORDON, EISNER,
and KENDRICK are joined by RUGGLES.
1 maust raise an eyebrow et the imst-named
commentator, or rejice in his cxberance—
I do not koow which. Not so many years
age Rugpies did not want bo treat even con-
sumer and government durables a3 invest.
ment. | see grave dificulties, concepenal and
gtatistical, in the way of eslimoling gross
intzngible investment and the associated de-
preciation and retirsments under each of
the headings of service life, pattern of Jx
precietion, and velwaticn. I believe that
these difficultiss can be aclved orly in the
light of a much more hardheaded discozsion
than is available now of the nses to which
these estimates will be put™

Nawural! Respurces

I find the other major initiative we ore
asked to undertake in this arem, the messure-
ment of additions to nutorsl resources, pro-
pesed by EISNER, equally diffeolt. Tn sphte
of considerabls thought and study, we st
OBE havs stot found a usefal way of tackling
this subject and are rsceptive o suggestions
that might put us on the track,

Balance Sheets

T have no comments on the recommendn-
iona that relate to our capitsl stock esti.
mates or the preparation of halance shest

s ot the desies to est human hsings s in-
m‘llzmmt and nt tha sama titas b {Teat the gooda
and eervioes they use mx Fpal oot canMmp-
tion) mmhtwmhimp i? Woulﬁuw:{ Dot Tam
imin dificultias if wa tlad 1o dexign an wecousting
sritem in which fojder i classifed an Gnal com-
sumaptlon? Birwrds defined the nat ravemoa of a
couttfy 3o exclede the subsistence of the working
tlasa (sam Duvid Ricards, Principlas of Politien!
Economy end Texatios, «d. B C K. Gopoer [Lon.
don: Gepryw Bell and Soms, 1903], po 336, 414).
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Comsuniption, Environmment, apd the End of Ouwipor Mensmresment

Coprumpten provided by brsiness

nges
Valus of sarvices of TV, eadio, and mewspapers to compunwes oomeeeeee Okun (No), Ruggles

Yoloe of hotsewlves” servicas

Eimmr Kendrick, Okon [No)

¥adue of volttitwer work and schoal work by students of working wge

Mezsurement of mxpmditures to comtol environment
Deduction of “rmgrattable necensitios™

Kendrick
Deniton, Parker and May

oun {No}

Transformation of GNP imto welisre messure

Leknchmun, Ckm {No)

Ket prodact that excledes costs of msintalning sovivenment . ___ Lewis
Accounting for negatve aspests pemerated In the conrse of prodoctim - Tepetr
Reaserch fo measursroent of socivecomornde gosets mod eosts oo __ Bumns

Yidow of Jeisare Okun (No}
Sarvices provided by consumer and gavemment cepital Eimar

Broad redefinition of income and product Eisnet

Bmad changes in traatment of final conssmption, private and poblle - Eunrts
Measurement of productivity in greamment sector Ando, Burne, Lewis
Constroction of messnre of social progress Hondlar
Work on nonmarket dimemsions of nevionsl welfars R. A. Gordon
Allevarlon of monmarket time Eldridgs

Ando, Grovs, Farker and Mwy

Supplsmentary indices of socizl waliare

sstimaies, They seem well raken, and the lat
tar open g vast new subject which it would
not be possible to discuss comstractively im
these comments. T da went to say, however,
that GOLDSMITH's timetshle for what he
calls a shortrna program is based upon an
incredible estimate of produwectivity. 1 ahall
not use this epstimate 1o schedvle our work
in thin field, but shall most assuredly wse it
if ever | pm forced to impute in the nztional
acconnte a productvity factor to Govermrent
workers,

CONSUMPTION

Tha previcnms section, which discnssed
recommendations to change the definition of
investment, had some bearing on the defi-
nition of gonsumption as well.

Impeied Consunmption and Investment

Chenges in the definition of investment
affect the defivition of consumption for tweo
reagons. First, they imply in most cases 2
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reclassification of Hems from consamption to
investment: for instance, if consumer dura-
bles are classified as mvestment, they cease
to he consumption. The classification of am
it a3 investment implies, as we have seen,
the imputatton of a rate of retum on it
{depreciation and a net ratz). The fmputed
rate is added to consumption, and this is a
sacond reason why changes in the definition
of investment entail changes in the definition
of consumption,

In contrast, there are many changes
that can ke made in the definition of con-
sumption that do not lead to a redefinition
of lovestrnent. For instance, f we decide o
imcluds the free meals received by a restau-
rant worker in his conswmption, as we do
in the national sccounts, we raise consump-
tion br the amount of the imputation without
changing investment. Chapges of this kind
in the definition of consumption will be taken
up ib thia section,

The proposed imputations range from
those involving limited changes in the defi-
nilien of tonsumption now in vse to those
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invalving broad changes ncluding, as we
shall ses, not only imputations but alss ampa-
tatione, Tha former kind of change is, in
a manner which I shall try to sxplain below,
closaly tied te ovr market economy. The lat.
ter kind attempts an smbitious takeoff from
the market economy. The technological femi
bility of such a takeoff bas not been demon.
strated. As a badkground for the discussion
of thass matters, we nesd to examine the exisk
g tools of national culpot measurement,

Operational Definltion of Final Pradust

National output as the sum of fnal
produrctz can best ba characteriesd from an
operational standpoint as the sum af pur-
chases not charged to current expense by
busimess ™ As has besn nobed, a first spproxd-
mation of ibvegtment ag it is wually measnred
van be obtaived by summing the business
purchasss not a0 expensed: and what we
cominonly moean by consumption, broadly
defined, can be equated roughly to the ra.
mainder of the fingl product and congista
of consomer and government purchases.

To be sare, this cperztional rule f= not
profound in the sense of expressing the
pitimate goals of mesyremsnt. But it ia
vzluable and important hecausa it tells vs in
4 clear, frank, and nnadomed manner what
we aetdally do when we measnre the bulk of
the national prodict. Recognition of the rule
kelps to keep our feet on the ground.

This rule is quite compstible with the

view that national ontput ia and should be .

related to welfare—that it i designed to
measure goods and servicas that satisfy
human neads, or however sne wants to pat it
But brosd agresment on this kind of defni.
tion hax not preventad or settled broad dis-
agreements as to the possibilities and limita-
tiong of cutpnt measurement. This fact has
convinced me that the repetition of these
gsnaralities servas no useful purpsss, There
is little practical purposs in opening a con-
ference on the problems of juvenile delin-
quency with a formal restatement of one’s
opposition to sin.
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Sitce a statement of the vitimate goals
of measyrement leaves open S0 maTY qus-
ticns on what should actuslly be memsured,
cne must have an operational definition that
provides o fivmer guide. | have fonnd the
vperational definilion of pational output
which ¥ advance eminently uoseful. Tt foensts
oo the tools that are actoilly used to con-
giroct nationsl cotput totals. In thia way,
it help= to bring out clearly the natore and
limitations of Fhess katals and suggests the
need for the provision of alternative tools if
totals are to be obtainsd to serve peads very
different from thoss to which the avisting
measures ace adapted.

Lest thers be misunderstending, I hasten
to qualify the operstional rule. In the first
place, it must bs construed to cover trams.
actong of types to which accounting rules are
applicable, even though in practice the traos-
actors do not apply them. The transactions
of small besiness enterprises thst do not
maintain adeguate books are o case in point
Sacond, wa are naot satiched in all instances
with tha firel product total thae wonld result
from the unmodified spplication of tha rale,
or with ths consumplon-investrosnt classifi-
cation to which it would lead. In the attampt
to improve the measure of totsl ontpur and
its breskdown, we make what are in efect
impartant modifications in the role.

The above quslificstions relatiog to the
ruls are, in my opinion, fmpoctant and valid.
The following ome is not. It hes heen aaid
that the rule is smpty and question-begging
bepavse two of itz terms, “business™ and
“charging to curTant axpanse,” have not bheen
defined. Aggragotes of widely different size
and composition ars obtained, it is argued,
depending on how thess terms are definad.
The present OBE total follows from one set
of definitions, but if government were definsd
a5 businesz and the elements of the budpet
statement were transfermed into a profit and

* This seotion is lorgely a repatition of my com-
mettte in *“The Conceptosl Basis of the Ascounts™
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losa secount, the rule would yicld a total that
is vastly different. Yet another radically dif-
ferent veraion of finel product would resalt if
houscholda were defined as busineas and their
consunption regarded as production expense.

It seems to me that these possibilities do
not invalidate the statement that the rule is
operational, After ail, there is a large measure
of agresment as to what & business sctually is
and what ia reant by charging te current
expense. All definition has to start with seme
background of agreement which one does
oot question—otherwise infinits zegression
would ensne—and I d¢ not see why one
should not rely on such “commonsense”
in this instance to formulate a definition of
national product that is closer to actual
prackice than are moest definitions of similar

generality.
Commonsense of Imputations

In estimating the personsl consunplion
component of the national product, we do not
confine ourselves to actual consomer put-
chases, ay would be suggested by the opera.
tional rule. We sloo include several items of
imputsd consumption: food, clothing, snd
shelter fumnishad dirsctly va employess; food
and fuel produced by farm entreprensurs for
their own uss: the sarvices abtained from
their housss by owner-ocoupants: and. finally,
the services rendared without sxplicit charge
by hnancial intermedisries. What is the
ratignale of this practice, and why i it
nseful?

I should like o coggest at the outsst
thet it is oot poesibls to formulate a defini-
tion of consumption, supsrseding the opera-
Honal definition already cited, that would
explain the actual imputation practies in the
senie that all imputations made would follow
from that definition and mo imputations not
at present made would be called for by it,
nor do I think it possible to formulate
definition that would muggest a reformed
imputatien procedurs conforming te these
requirementa.

1 think there is agreement on the point
that such definitions do not now exist. Eut my

50th ANKIVERSARY ISSUE

contention is a more sweeping one, nomely,
that they cannot be Invented. A statement of
this typs cannot be proved, but in the present
case n sirong presumption can be established:
I refer to the impressive record of failure to
rationalize the existing imputation progedyre
ot to develop a reformed one that wonld
pass the test, Good and clever have
siriven toward these goala since the dawn of
natiomal income messurement, and the fact
that they bave not attained them suggests that
they have been pursning a will-o™-the-wisp, ™

Evan though frmputations cannot be made
to How from a clear-cut rule, they are an
soxiliary construction of national output
measnremant which adds greatly to fts use-
fulneas. The imputation for wages and
sularies in kind takes cognizancs of the fact
that such compensation is teken into account
in the wage bargain. The farm imputation

- snsures the farm entrepreneur an adequate

place on the income scale. The rental imputa-
tion prevents a shift beiween temant and
owner-oceupised howeing from affecting na-
tiora! owotput in 3 manner that wourld be
awkward for most linds of aconomic analysia,
The fnancial imputations preveot the emer
gence of 8 negetive velue added for banking,
2 resnlt that would please only an ensmy of
the free snterprise system. Thess end many
specific argumants con be used to uphold
imputarions without ones invoking the apirit
of welfare, .
Tmputations may be compared with
additions made te a house in crder to adapt
it to tha particular needs of a family. These
often destroy architectural unity, so that it
is no longer possible to characterize the
proupd plsn by a simple referance to the
gensral plan to whick all houses of rhis
" For m thorowgkgoing attempt s== Irving B.
Krvin, “The Scope of Economle Activity In Inter.
nafitnal [neonox Comparisos™ and my discosion of
his paper in Problfems in the niernationa! Com-
parisor &f Evonomic Accouwes, e, John W, Kan.
drick, Studies In Income and Wealth 20 (Princeton,

N.J.: Frincetea Univemity Press, 19571, pp. 340-
2.
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particular styls conform. It becomes neces-
sary to explein that the playroom was added
because the children oesded it and that it
is an awlkward shape in order to preserve the
vid ok tree beside the house which the
family was unwilling to have cmt dewn:
that the year the rather ugly second.story
addition was made funds were lacking for the
more expensive alternative of extending and
finishing the basstnanet, and so on. Explana-
tionms of this sort sre not elegant, and they
may evan demonstrate instances of bad jude-
ment. But the extensions to tha houss them-
selves wers made in response tc genuine needs
and have probsbly added to its comfort
and usefulness.

" Each of the cutrent impuatations hes been
adoptsd on the ground thar it adds to the nse.
fulness of the data in economlc analysis.
Howevex, one should not overargue the coase
in favor of any specific set of impatations
because the wisdom of meking them must
be judged primarily in terms of concrete
problems of economic anelysls. There will
alwaya be legitimate disagreement a2z to
particalar imputations that are now made
and as to whether pew Imputations should
be added. Om the latter pomt, I want te
offer a warning: it i advisable to exercise
restraint and to add Ineputetions only if their
need is strongly felt. The problems inwolved
in the valoation of imputed iteme are large.
More important, perhaps, it is reckless to
sail too far out into an uncharted sea whese
only shore is the one from which we have
decided 2o caat loose.

Limited Imputations

Seen in this light, I have no gunarrel
with the kinds of impulations suggested by
RUGGLES, and [ do not share OKT/N'a strong
negative reaction to ops of Ehem, the imputa-
tion of & vales bty copenmers of television and
radie services®® In the accaunls as now cohe
structed, television and radio are not fncludad
in the fined product beoause they are a basi-
tess axpense. They are, of course, included
in the curremt-dollar value of finel pradaoct
2y & cost element, but this fact is irralevant
in the pressnt context. What matters is that
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they are not included in resl product, ie.,
in corrent-dollar product corrected for price
chenge. A shift of resources from goods and
services purchased by consumers in the mar.
ket {sey, film and legitimate theater) to the
provision of televiwion and radio programs
will result in a reduction of total real con-
sumption.*

Surely one cannot sssert that thase who
dislike this resnlt have no cass whatsoever,
nor ean it be srgued that it would be impos.
sible, or even overly dificuit, 10 satisiy them.
It would be within practical reach to obiain
information on the gize of the advertising
budgets that pay for telovision and radio
programs, and these data would provide the
value of the impuration that should be added
to comsumer axpetditures {and incomes).

Accordingly, I cannot take a dogmatic
stand on imputetions. 1 do say, howsver,
thet they shouwld be used sparingly. They
shoold be jestifisd on the basks that there is an
actual need for them. in realalic ecomomic
snalysis, rather than on the bagis of » blankwt
invoesticn of a general concept of walfere,
which I do not helisve exists. If we do not
mufile our ears ta the siren song of impata-
Hona, we shall find ourselves Imputing for
the valoe of the domestic work performed
by housewives, then perhaps for the Hme
that fathers spemd helping their children
with homework, then for parties we give,
then for the valus of the wnes that men -
exger to sally forth to their daily pursuits
ging in their showers. . Bat do let us take
hold of oursalves. It wounld be very difficalt
v gather information on the time so spent,
and it would be painful to decide whether to
imputz to this time the sajery vats of &
leading tenor xt the Metropolitan or that
offered a tone-deaf person in the masic
market. It would be a great misteke if, by &

B As Rogples polite cid, newspapers, magazines,
eic, fall i the seme groop.

*For the sake of simplivity, [ omit a simior
siateanent for a sitnation o which thers s o changs
in the 1atal productlve ressumes oilized.
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string of flimsy imputations, we gave GNP
the aspect of an overdecoreted Christmas
Heda,

ENVIRONMENT

The role of environment in output meas
urement has become a matter of general
concern, Everybody telks abhouwt it but ne-
body does anything shout it, In my opinion,
 DENISON * and PARKER anp MAY give
ua the right cloe. In view of the importence
of the problem, I shoald like to sutnmarize
my own views, which I believe pecord in
lerge part with Denison’s,

The Need for Information

Thers cean be litle doubt that in the
years te come public and privale policies
desling with the environment will be formu-
Iated apd carried oot on an imecreasing scale.
H economio etatietics smd analysds can con-
tributs to national policy Jformulation and
effective pelicy execution, the case for the
entry of our profession imto this Asld can
be made for reasons other than that of
shatract concern abont the measorement of
welfare. As will appear from the subsequent
dizcnssion, T do believe that we can mske a
significant contribution, and, acecrdingly, I
have no qualms of the typs 1 voiced im
connection with 2 wanton extension of im.

putations.

Objection: o Present Treatment

Let ws brisfly review the ressons why
tha pressnt treatment of environmental
change in the natisnal accounts iz considerad
unsatisfactory and what can he done ta im.
prova the present state of affairs if it does
need fmprovement. Firat, changes in the an-
vironment per se are not reflected in GNP
for mstaee, the direct affect on humzm be-
ings of inhaling dirty aiy doss not appesr
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in GNP. For the sake of simplicity, assume
an economy devoted entirely to the produc-
tion of bresd. If ™ suoh an economy in-
creassd production of bread were sccom-
panisd by increased air pollution, GIP wonld
record the former but woufd not contain
an offset for the latter. Second, GNP bLe-
havior vis-Avis environmant mey be dssmed
unzatisfectory becamse of the mamme;r in
which expenditures to protect the environ-
ment are reflected in GNP.

Naote tha digtinetion betwesn “emviron.
ment” in the first case and “expenditores to
protect the environment™ in the sscond. This
distinction is the sins qua non of clear think-
ing in this field.

Ta explain the sacond point, it is nec
essary to understand how expenditures for
tha protection of the environment affect CNP.
Suppose that, in the simple bread sconomy,
government ar consumers divert to the im.
provement of the environment same of the
resources hitherto angaged in the praduction
of bread. The nomber of lowver of hrsad
prodnced and consomed decreases, but thers
is an offsetting epiry for expenditlures on
en¥ironmental services, either under the head-
ing of government porchases of goods and
services or under personal consamption ex-
penditures, and total GNP is unchanged. If,
however, the same pratective sxpanditores are
incurred by bnricess, the reduction in bread
production is ot offset by any other entry
in GNP, and toial GNP decreases. The be-
bavior of GNP visd-vis environment-pro-
tecting expenditures incurred by business ean
be regarded as unsatisfactory. The nature of
the dissatiefaction can be expressed by the
proposition that a decision to shift resources
to the protection of the environment should
not result o a reduction in the measure
of the Nation’s ocutput. Alsrnativaly, and
more concretely, it can be said that the im-
provement in the conditions of living that

# Sen alse Depisoa’n “Wellore Moosarerseat and
the GNP Sumpy of Current Business, fanvery 1971,
e 13-1d, 8%
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stems from a better environment should be
aceounted for?®

Costs of Enviroomental Protection

I shell first sddress myself to the prob-
km raised by the behavior of GNP i re-
lation to environmentsl expendirures, rer
Berving commeet on its behavior m relation

- to the envirenment. Before considering mess-

ures to rectify the situstion, however, let
me eay that [ am not quite sure that there
is anything in the behavior of GNP that
should be rectified. I can think of other shifts
o expenditures that resul? in possthly mis-
leading changes in GINFP: for instance, for
reasons mirnilar o those which have besn
given, GNP decreases or is held down if
busmess increases expenditures ta improve
conditions of work. It may be said that two
wrongs do not make a right, bat one can
cite many other exampies of a mishehavior
of GNP. They have a common root in
the fact thet GNP ia a measare which reflects

the instituticnal strucinre of cur market-

oriented econcmy. Perhaps many wrongs
do make a right—the rezder is reminded of
the butter-kuife analogy used earlier, in the
discusaion of the statistical accuracy of the
GNP estimztes, But let us grant that the GNP
estimates in themsetves, without foarther -
formation to interpret them, are misleading
when environmentsl expenditures are incurred
by business. What can be dope to improve
the present tate of affairs?

The apswer that immediately soggeals
itself is to measure expenditures incurred
by business to protect the envircnment and
to tst them &5 supplementary hoformation
to interpret movements io GNP or to add
them to GNP, as presently mecasured, 28 a
new imputation.™” The task, stated thwa
broadly, seems seightforward concepiually,
and there is a airong inclinztion to regard it
simply 45 a mammoth data collection jeb. But
this view is deceptive.

There are grave difficulties in the defi-
nitien of “envircenment” which need to be
resolved before expenditures io pratect the
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environment can be meesured. Al least ae
important, it will not be zasy to define thess
expenditores even after the scops of the sn-
vironment has been defined. Several major
obstacles become appersnt as soon ms ome
statts thinking ahout the matter. Many more
will emarge as we think further. Mo catalogue
of them exists as yet, but it will be helpful
to indicate some of them eo long as they
are not taken to be 2 complete lian®

In the first place, there are expanditures
ineorred by hzaimess about which consnmers
do not care per se. For instance, a firm located
upstréam pollutes a river whose water is vaed
by a firm [ocated downstream. The latter
incurs  environmeant-protecting  expanditures
for purifying the water hecanse its technology
requires clean water. The river is nol usad
by conenmers for recreational purposss, nor
does it affect theiy living conditions n any
other ditect way. It would ssem thet expendi-
turas of this typs should be omipted from
the imputation, .

Second, thers may be what has been
called a “bnaz line” problemn. Some helieve
that o logic it wonld be necessary to mega.
ure expenditures from a base line that is

= It i semerimer thought shar the sborn propo-
pitione are valid anoly if the axpenditures imeurred
by business are owrrent expenaes {employes comr
penszilon and other formyg of jocome and inlermedi-
ale producty) and rhar ther do mot bald 3 the
expenditures are for capital goods. In that caee, re-
duced bread prodection is offeet hy an imcressc
undar the beading of fizsed business inveatmenl, and
igtal GHF i unchanged. This srgument is Eallagionn.
The fallacy com ha asmp mest easily If we recogniee
that, Im the Intter case as well, GNP would not
rezord what we have caflad the fmprovement in the
conditions of living, Altematively, consider two ait-
oabiprs I whinh labor and other codrént resouUrced
are diveried from the pmductiom o bremd to the
production of equipment thet will recult jn elther
{2} an Increase in bresd production or {b) an im-
proved environment. GNF duclog the time wpan i
which the sonipment j& psed will be lavger znder
{a] than under (h) bezawse it will record the in-
crersed bread peodaction bot ool the fmprovement
in the envirenmsnt,

™71 shall 1ot ge ioto Yhe pros And cang of this
ohoice exmopt to ser that It is of seoomdary fmper
Lanea, In sither cese, we need tp divtimguigh be-
tween outleys on caphial equipment and on curremt
expantad, mcuding depreciztion oo eqeipment de-
sigued to protecy the envicemment.

¥ Damigon and Orris C Herfindahl are the ftain
sources of Wi liat,
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defined by zero expenditures for environmen-
tal protecticon. Tt is apparsne that difficulties
would arise if this were the case. We wouid
have to imagine the dirtiest mdnztrial procesa
imeginable and measure from that base. Thia
difficulty could bs circumvented by messur-
ing only changes in environmental expendi:
tures.

Third, it would be necesaery to allocate
expenditores that are made in peit to protect
the environmen:t and in part for othar pur-
poses, such a3 constructing en office bailding
with extra-solid walls pardy to shut out noise
and partly to enhance the image of the
corporate system. Similar problems of alle-
cativa arise if changes in industrial processes
designed to rednee pollation lead to market-
able Lyproducts.

Fourth, there is a problem of recogni-
tion. Supposs that sttip mines ars put out
of business by the introduction of regulations
so costly to implement that to do 20 would
make strip mining unprofitzhle. Decp mines—
operated under different managemerit and in
different parts of the couniry—take over.
Those anawering statistical inquiries for these
minea would certainly nob recegoize that
the higher costa which they incur a= com-
pared with those of strip mines are eavirea-
ment-protecting expenditures.

My Past example relates to the replace-
ment of capital goods. For want of a belter
name, I call it the forced retirement problem.
Its cssence is that the cost of enyiconment-
protecing investment is likely 2o be over-
stated. Suppose that the dizect cost of ron-
ning am old type of machine is 9, deprecin-
tion on it is 2, and therefore the tatal cost
of ranning #t is 11. The total cost of run-
ning a wew type of machine iz 10 (direct coat
8, depreciation 2). Both machines have a
service Hife of 10 years. Both machines have
the same output. The old type of machine
pollutes; the new type does nok.

In the ordinary course of events, the
old type would be run until it wore oot
naturslly (9 is less than 10) and would be
roplaced by a mew type {10 is less than 11)
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thereafter. Government, by setting high en-
vironmental standards, induces the retirement
of the old type one year earlfer than ity
patural retirement. The true additiona) ex-
penditure incurred to protect the envirom-
ment is 1 for 1 year (10 minus 9).

What would the respondent report as en-
vironment:-protecting expenditures? There is
aome danger thar ba would report 20 (2 de-
preciation times 16 vears, Le., the total valwe
of the new type of machine}. It would be
harder to capiure the lower operating cost
of the new type of machine (minus 1). And
even if we did, we would have I over the
entite life of the new type of machine, rather
than 1 for 1 year, as seema right, To be
aure, # would be possible to formulate the
questions necessary te elicit the proper re-
sponse, but it woold be difficolt to do a0
and to prevent pitfalls in other circumstances,

In spite of these and prabably maoy
other formidable problems inte which we
would run, I favor an attempt to measure
the costa incurred to protect the envirgnmen.

Benefits

Howerer, many would say that this is
not ¢oough hecanse it does net tske into
aocotnt the damage dene by a polluted en-
vironment. This is the first objection to the
prasent treatment of environment which was
listed. It can ba put into a somewhat differ-
ant contaxt by saying that an analysis of
the environmental prohlem requires the full
paraphenalia of cost-benefit analysis. It i
not sufficient o measore the cost side of the
problem, along the lines I havs just outlined.
It §s necessary alzc to meamars. bensfits, or
dis-hetefits. In the simple bread esconamy
axampla used sarlier, we wonold need to de
termine the valne consumers put on a given
dateriorstion in the gquality of ths eir by
equating it with the value they place on 2
anit of bresd. For instance, if an addition of
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19 Joaves of bread would lead to air pollu-
tion that is equivalent to 3 loaves of bread,
the troe increase in production would be 7,
not 10 as presently measured.

P would agnin urge that wo stop and
think whether this view i warranted. Do we
really believe that GNP should be higher on
a =upny day then <n a rainy day (or lowesr,
because the lawn i» parched and needs wa-
ter)? Or would a do-it-yourseli man whe
emerges from his basement workshop with
a new set of hockshelves conaider it kind or
rational if his wife then informed him that
he had not produced she bookshelves, but
the bookshelves less the sawdust and other
litter he left behind?

Whatever the outcome of this exercise
in homely introspectton, which I recommend
seriously to any egonomist before he tackles
the measurement of the envirooment cm a
national scale, T despair of the possibility
of objectively quantifying the benchie side of
the equation. The answer which seema to be
within reach in the simple bread economy
example ¢ludes me when I try to formulste
a similer solotion for the actual econemy.

My despair is based on certain sssump-
tions. 1 agres with OEUN that petional ac-
counting 7 not a job for philosopher-kings.
In spite of its complexities, GNF is and, in
my opinion, mual remain sssentially a down-
to-earth concept. In principle, it can ke de-
rived from replies ta questions which re-
spondents who are kmowledgeable about their
deily sconomic transactions are qualified to
apswer: for instance, replies to guestions re-
lating to wages paid or received; profita
earned; food, clothing, and shelter boughi;
plant and equipment ipstallsd: merchandime
exported and imported; bombers or fiphtar
planes delivered.

MNaterally, many difficalt definitional
problems must be solved to make these gues-
tions pracisa. For instance, in measring the
inventory component of GNP we use o spacial
valuation method. Upon closer saamination,
however, it appears that as leng ag inven-
tories increase, this method is ftke the last-in,
firgt-out accounting method used by business
and that it wonld not be dificult to issoe
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jnstrueticns for reporiimg accordiog bo the
NIP method which business accountants
could readily follow. Even the imputastions
we make in the GNP, which do iovolve de-
partures from the marketplace, remain down-
to-earth, Inatructions couid be issued to valoe
wages snd salaries in kind ai the wholesale
cost of the Jood furnished fres; facmers
vould report farm cutput produced and com-
sumed on farms at the value of farm cutput
in wholesale markets less the actual expenses
ther incur to produce this ontput; and the
rental imputatlon ¢ould {and hasz beea} pet-
formed by homeowners by reporting the rent
that they conld obiein by renting their prop-
erty and deducting the actual sxpenses they in.
car in its maintenance. Even the “services ren-
dered free of charge by financial intermedi-
aries,” the most forbidding and etherenl of
all of our imputations, could be caleulated
by a knowledgeable benk clerk. Phileaophes-
kings are not wanted in the construction of
GNE. :

Taking this view of the nature of GNP,
I cannot formalste a question releting o the
damages of pollufion that could be answered
by krowledgeable respondemts o & meaning-
fnl wey. I think that the impasss in formn-
lating and answering such a question is ob-
vious from mtrospection. Why there should
be such an impazse is much harder to formu-
late. [ helieve it has ko do with the fact that
such a question cannot be related closcly
snough to evonomio transsctions in which we
are actuslly engaged, bat I reslize that this
formanlation is more of sn assertion than an
explanation.

Use of Coast Analysis
Do our difficelties in quantifying the
benehit side of cost-henefit analysis—difi.
calties that, incidentally, seem to afect all
cost-henefit analysis and not just the kind
we &re dealing with here—completely frus-
*] believe that this virw i» compatible with the
pee of inpuroulpot techolgoes in envioamental

stalynin suggestad by CARTER spp LEONMTIEF,
to which T refwrred enrlier.
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trats our sttempt to throw light cn environ-
menta]l problams? | do not believe this ia the
case; quantification of the cost side alone
wounld be a big step forward.

Let me illustrate once mozs by appealing
to personal experience. Supposs a family
wants to decide how to apportion its income
among recteational, educational, and medi.
cal expenditures. Surely a decision based on
informaticn relating to the unit costa of these
expenditures would psrmit & wuch more
satisfactory allocation of incoms than wonld
ba possible withowr such information, even
though 2 precise quantification of the benefits
devived from sach Lind of sxpenditure ie
quite impossible.

DeducHon of Expenditores

A third mapper of dealing with the en-
vironmental problem that i sometimes ad:
vocated muost be mentioned. This is to omit
from GNP, as “regrettable necessities,” all
expenditures designed to protect ¢r mamisin
the anvironment. For a ctiticism of this ap-
proach the reader is referred to OKUN, whe
in turn quotss Denison®™ Such g procedure
wonld lead to a result in which we wonld
be shown to be aqually wall off whethsr we
expended lerge ar small amounts to protsct
the environment. Superficially, at least, this
solntten might mppesr to be satisfactory if
our meeds for expenditures to protect the
environment change, pari pazm, with the
expenditeres which we incor. But it wounld
lead te wrong results if we incorred addi-
tiensl expemdilvres with onchavging needs.
It would be smalogous to the exchusion of
food from GNF on the ground that en in-
creags in food production which merely off.
sats heartier appetites leaves welfare un-

changed,

END OF OUTPUT MEASUREMENT

Many of the remeining meoTamendations
in the tabla ars for the measurement of
welfare, broadly defined. They all call for
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apocalyptic changes in the present definition
of output that stem from the imposition of
outside value jondgments.

Welfara Measuremeni

I have just reread the Apocalypse. It
bears a close parallel i¢ the measurement
ol welfare: it also introduces an outside value
judgment—albeit of zo entirely different na-
ture—and pictures changes in the fues of the
earth thet are as cataclysmic s would be
the changes in the face of GNP that would
result from the application of the criteria
of welfare measurement® I stand in witer
awe of this strange and singularly powerful
docament, but 1 do not believe that it has
a message for our humble race of economic
accountants. I have inspected the tools we
have available to construct a meaaure of out-
put. They cannet be used to construct &
measare of welfare. Nor do | helieve that it
will ever he possible 10 forge such tools, es-
sentially because we are asked to depart oo
widely from the institntional framework of

* DNenipon, *Woltazs Meimurmrent and the GNP,
pp. 15, I,

#*Within ihin general fromework, there are spe-
eific shmilarities: *Such estimaten would subtract
from the pnmtnaﬁmallnmmmtlll...ihe quk-
Inys thet have besn made Decessary in order to
overcome diffcnltion that ere, properly speaking,
cagts jmplicit iz ovr economic civillaatisn, All the
gigantic cutleys on our urban chvilination, anbways,
axpengive bouging ete. . . . do Dot really oepre-
sent met services b0 the fedividuals comprising the
nitiom but are, from their viswpoint, an- avil neces.
sary in order to ba gble to meko & Lving. . .. Ob
viously the removal of such items . . . woold make
nativasl income totals much better gauges of the
volume of servicsn produoced, for comparisgn among
years und among usthns” {Sloon Koemets in
Studizs in Income gnd Fealth, od. Milor Fried-
man [New York: Natenal Buveau of Economis
Remanech, 1937), vol 2, p. 370, Compere the Apoe-
alypes: “Buob leave ont of thy reckonlng the coun
which it inslde the tample; do not mweasirs that, hs
canse it bas been made over b the Geotiles , |
(A2} ; = .. Babvlon, great Babylow is filled; ghe
toe becowme the zhode of devils, the stronghold of
al! unclenn spicim, the eyria of all birds that are
unclean and haveful to man, The whole world haa
drenk tha meddening wine of her forndsalion: the
kings of the parth have iived in daliznce with her,
and ikt merchents have mrowo rich through her
recklest pleasoyres™ (18:2-3} (Apocelypse of the
:_.Imed Apostle John, New Fastament, tranu. Ranald

rox) .
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our market sconomy. There ia na way of
aemgmbling a list of factors that contribote to
welfsre to which there might be general con-
sent, ot of weighta by which sach factora
een be combined. If I anderstand him core
rectly, this is & general summary of the arge-
ment which Denison presents in the avticle
previously cited. I do naot think that we should
set out on a vepture that would lead te all
the frustratian associated with itepercspiible
progress toward an unreachable goal.

This peint of view does not imply that
I am wholly sastisfied with the results that
will follow from the chservance of the limils
that are ftnposed wpon ws. Two are particu-
larly vexing.

Limnitations of Price Weights

In the first place, I regret that owr
evaluation of the GNP iz based on prices that
are the outcorne of prefersnves expressed in
the marketplace. For reasons that have heen
get forth frequently, the unquelified enthrope-
ment of consumer preference does not pro-
vide a profound basis for judging economic
performance. (There is a sense in which ten
dollars’ worth of classical music i superior
tr ten dollzzs’ worth of liquor.} The solation
is even less attractive if we take into gecount
the fact that these prefevences are weighted
by the existing dissibution of income. How-
ever, some comfort can perhapa be derived
fromy the fact thal, with some qualifcations,
relative prices can alke be viewed as rates st
which various kinds of output can be huo»
formed into one another. These rates of
transformation may be insensitive to indi-
vidual preferences and to the distribution of
income,

Government Prodect and Productivity

Another major quslm is that the de-
cizion to adbers to the present principles
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underlying netiona! output measursment
leaves tha anslysis of government operatians
in 2n unsstisfactory steter For the condact
of a full-fledged cost-benefit anslysis of gov-
ernmental performance, we should want o
know not only what we know now, the costs
of government programs, but should slse
want to measura the services that government
provldes. This is the maic reason why [ sym.
pathize with KUZNET3" recommendation for
an epproach to the measurement of govern-
ment output that i radically different from
the one we now nze. Bat I caooot see haw
we can implernent it. My only comfart ia
that information on costs is helpfol in itsel
wven if we cannot quantify the benefit side
of the anelysia, 1 have suggested this view I
discuseing the apalysis of envirenmental prob-
lems,

In this connection, I must register dis-
seut with ANDO, whe appears to believs that
in messuring productivity in government the
measurerent of government services can be
sidestepped and who says that “any approxi-
matian, however reugh, s hetter than the
zssymption that the conlribution of factors
other thap labor in government prodection
is exactly zero, and that the productivity of
government workers s the same forever.” I
have already fmdicated the ressons why I
cannot eee any advantzge to economic analy-
sis from imputing a rate of return to govern-
ment capital assets. And inasmuch as T re-
gard lshbor productivity as a ratio of output
to labor input, T sse oo advantege in impuling
productivity to government workers by appli-
cation of some analogy if their fina! output
canoot be defined and measyred o its own
right. Bat I aro aware that ANDO view {»
ghared not only by BURNS snd LEWIS bat
also by other competent workers who are not
conb:ibutars t¢ this volume. I shonld like o
be zet right if my views are erroneous.

Sigunificance of Presemt NI Accounts

I do not agree with another criticism of
the present concapt of cutput measursment,
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namely, that it will rapidly become obsolete
and lose all significance unlexs it is converted
into & welfare concept. I shall take LEKACH-
MANs brilliantly wridten contribution zs a
text, He oboervas that “the tacit premise
which all these years has justified concenira.
tion upon market astivity has been ity close
relationship with smployment” He reeng-
nizea that “what is manifestty dirninishing
among Americans, howevar, in confidence in
growth and high smployment as ends sufh-
cient in themselves.” “The sooner we toke
inko account . . . the nonpeconiary circum:
stances that ffect subjective prosperity,” he
says, “the sooner the national ncoms figures
will resmine their convincing postore as gens
eral measurss of individual welfare,” and he
conchides that “if the nationzl mcome ace
conats ara wot amended . . . they can only
bepome increasingly refined compuiations of
tefivities which interest fewer and fewer pao-
ple.”

Surely this is an overstatement of what,
expressed with greater moderetion, might be
& tenable cose. T do not yafer to the posgi-
hility that the intsvest in smployment and
onemployment will fade away less rapidly
than LEKACHMAN sesms 1o sxpect. My
point iz that there will be great intereat in
the pational accounts even if the amployment
problem js solved and concern with the en-
vironment continpes to lncrease,

Employers and employsss will continue
te be interestad by wages and profits, busi-
negamen will remain interested in changes
in the matkets in which they sell, concern
with onr halance of trade will contiroe, and
movernment will alwsys wanot to be informed
about tax bases snd tax yields, to mention
unly part of the intelligence that is revealed
by the disciplined and realistic description
of the sconomic process in the national ac-
counts.

Social Indicators

What I have said thus far alse implies
some qualms abont “accial indicators,” al-
though I helieve that they will tarn out lo be
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nzeful if approached in a spirit of pragma-
tisar It is generally recognized that it will
not be sasy to selset indicators which truly
refact ends rather than means, whose move.
ments can be related unequivocally to sacial
welfare, and which are adequate in coverage
and avoid duplication. Nor will it be sasy
to find reasonably objective weights to com-
bine the indicators that are aelected.

Take an increase in the divorce rats,
for imstanee. Does it mdicate 1 rige in the
degree of interporaomal stress and strain? Or
does it signal a diminution of such pressures
hecause incompatible conples decide to sepa-
rate instead of eontmuing to pollute the inter-
perasnal atmosphere? No donbt pragmastic
solutions to thiz and similar conceptnal prob-
lems ran be found. For instance, the chart
on divorce rates can be provided with a
doobls set of legenda so that H he prefers
the reader can read it upside down.

Socloeconomie Studies

I see fewer problems with the quantits-
tive seciceconomic studies which ELDRIDGE
may have in mind. These need not be wel-
tare-priented and can approach the phenome-
non t¢ he investigated from angles that are
different. Such stndies can he of great interest
if they are based npon a clear perception of
fundamentsl historical processes instead of
upon the fanciez of isolated research subeul-
tures. However, the werth of such studiea
does oot threaten the national accountant
with DUMNN’s entity problem. He need oot
feel that he mual paiticipate becanse his moze
treditional investigations are grosaly incom-
Flete. He can take these studies or leave them,
depending on his interests, abilities, and
b= telline N
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